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Millions for Kilowatts 


Huge Cost of the Electric Power Program 
of the United States Government 


TuHIs tremendous expenditure for unnecessary electric power plants 
is not being made, in the opinion of the author, because there is a 
surplus of money that needs to be employed or because there is a 
dearth of power, but for the avowed relief of a citizenry erroneously 
asserted to be suffering from burdensome and unfair electric rates. 


By GEORGE E. DOYING 


ALF a billion dollars, a quarter 
H of a century ago, was approx- 
imately enough to run the en- 
tire Federal government one full year. 
Now, the New Deal administration 
blithely commits the government to 
expenditures of half a billion upon a 
single item—not a real governmental 
activity but a venture involving direct 
competition with a private industry 
which itself has invested more than 
twelve billions in property to serve the 
American people. 

The government has not been 
plunged into this tremendous expendi- 
ture for electric power plants because 
there was at hand a surplus of money 


that needed to be employed, or because 
there is a dearth of power. Far from 
it. Twenty-five years ago the national 
debt was but little more than one bil- 
lion dollars ; today it is approximately 
30 times as great. Today, also, there 
is a vast amount of surplus electricity, 
especially in those sections where the 
government is spending its half bil- 
lion. 

No; this unprecedented govern- 
mental commitment to a single indus- 
trial purpose is for the avowed relief 
of a citizenry erroneously asserted to 
be suffering from burdensome and un- 
fair electric rates. 

A comprehensive survey of the gov- 
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ernment’s invasion of a field that has 
been brought by private initiative to 
a high degree of perfection presents 
an amazing picture of the extent to 
which the pastime of tilting at wind- 
mills may be carried. 


oo the brief life of the pres- 
ent national administration the 
government has been committed to the 
expenditure of more than the sum 
spent twenty-five years ago for all 
governmental purposes—$500,000,- 
000. And the end is not yet. The 
way has been and is being paved for 
the spending of hundreds of millions 
more, some of which will be necessary 
to complete projects that have been 
started and some for the beginning of 
new developments. 

The number of users of electricity 
nearly doubled in the decade from 
1922 to 1932, and in the latter year 
was approximately six times as great 
as in 1912. The average use of elec- 
tricity by domestic or residential con- 
sumers during the 5-year period from 
1927 to 1932 (years when the quin- 
quennial census was taken) increased 
by nearly 40 per cent—from 443 kilo- 
watt hours to 611 kilowatt hours. In 
the same period the average residen- 
tial rate per kilowatt hour decreased 
20 per cent—from 6.8 cents to 5.5 
cents. The rate is still going down 
and the consumption continues to in- 
crease. 

Notwithstanding this remarkable 
record, and in the face of the fact that 
the electric bill of the average house- 
hold is one of the smallest items in 
the family budget (less than a dime a 
day), the people are told that they 
must have relief from the heavy bur- 
den. Thus is an attempt made to jus- 


tify the government’s extravagant 
venture into the electric power busi- 
ness, 


ass with this specious reason- 
ing there is offered as collateral 
support for the expenditures the fact 
that construction of new dams and 
power plants provides employment 
for several thousand workers and 
makes use of a great natural resource 
—water power—now being wasted. 
This suggestion is almost equally fal- 
lacious in that it ignores the resultant 
displacement of other workers and 
jeopardizes the position in the eco- 
nomic world of another great natural 
resource—coal—while producing pow- 
er that is not needed. 

With this general picture in mind, 
let us see specifically what the gov- 
ernment is doing in the electric power 
field—this program of spending half 
a billion dollars, plus nobody knows 
how much if the “government of the 
day” continues its present policy. 

First and foremost, of course, is 
the Tennessee Valley Authority—that 
Federal corporation created by Con- 
gress at the instance of President 
Roosevelt and Senator George W. 
Norris of Nebraska to establish a new 
Utopia in parts of seven states of the 
South. The nucleus of this vast ex- 
periment is Muscle Shoals, Alabama, 
where, for war purposes eighteen 
years ago, the government built ni- 
trate and power plants, entailing an 
investment of something like 150 mil- 
lions of dollars. The power plant cost 
about 60 millions, but it is to be capi- 
talized by the Tennessee Valley Au- 
thority (so that lower electric rates 
can be justified) at only 20 or 25 mil- 
lions. 
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fal- This study includes projects actually under construction and those for which Federal 
y money has been allocated. It does not include such proposed projects as the St. 
iltant Lawrence development (New York), Santee-Cooper (South Carolina), Central 
and Valley (California), Bay of Fundy (Maine), Missouri Valley Authority, Wabash 

Valley Authority, Arkansas River Authority, etc. 

eco- 
tural Total Cost Applicable Appropriated Balance to 
nurs Now Planned to Power to Date Be Provided 
pow- Tennessee Valley 

Boulder Dam 

? Grand Coulee 

mind, Fort roe 
i Bonneville 

Sov Casper-Alcova 
Ower 
half Total for Federal projects $699,700,000 $278,200,000 

Non-Federal projects (loans 

nows and grants) 46,500,000 46,500,000 
f the Investigations, surveys, etc. 3,000,000 ,000, 
y. ‘ Grand Total $749,200,000 $525,310,000 $327,700,000 
se, 1S 
—that to 
Con- | ‘Is property was handed over to tually spent only 27} millions, but ad- 
ident the TVA along with authority to ditional payments were being made by 
|W. issue 50 millions in bonds backed by the Treasury at the rate of about 
| new the credit of the United States. No $100,000 a day. 
f the part of these bonds has yet been sold, Let no one be hoodwinked into be- 
t ex- however, for the reason that the Fed- lieving that this indicates an end to 
ama, eral Emergency Administration of TVA expenditures. Dr. Arthur E. 
hteen Public Works (PWA) allocated 50 Morgan, chairman of the TVA direc- 


t ni- 
g an 
) mil- 
cost 
capi- 

Au- 
rates 

mil- 


millions to the TVA out of the public 
works fund of $3,300,000,000 appro- 
priated by the Seventy-third Congress 
in 1933. This allocation was in- 
creased by 25 millions a year later, by 
order of the President, from the 
Emergency Appropriations Act of 
Congress in 1934. Up to the first of 
November, 1934, the TVA had ac- 


tors, testified last May before the 
House Committee on Appropriations 
that the work already definitely 
planned in the Tennessee valley would 
run the total bill up to 310 millions of 
dollars. So there is the tidy sum of 
235 millions still to be provided. 
Nearly all of this tremendous sum— 
almost half of the entire cost of gov- 


445 





PUBLIC UTILITIES FORTNIGHTLY 


ernment twenty-five years ago—is for 
the development of electric power. A 
substantial slice, however, will be ap- 
portioned to such items as navigation, 
flood control, etc..—and then it will 
not be necessary to charge quite so 
much for power and still make a re- 
spectable showing. 


c & power plant at Wilson dam 
(Muscle Shoals) has an installed 
generator rating of 194,706 kilowatts. 
Norris dam, under construction at a 
cost of 34 millions, will have an in- 
stalled generator rating of 89,520 
kilowatts, and Joe Wheeler dam, un- 
der construction at a cost of 38 mil- 
lions, will have 269,750 kilowatts. 
Transmission lines forming a network 
throughout the Tennessee valley are 
expected to require the expenditure of 
another 100 millions. The TVA also 


is preparing to start work on a dam 
at Pickwick Landing, and is paving 
the way for construction of the 
Aurora dam, which will cost about 


42 millions. The Pickwick dam will 
cost 22 millions without a power- 
house, it being conceded that no more 
power is needed. Provision will be 
made, however, for the later installa- 
tion of 240,000 kilowatts, which will 
involve the expenditure of an addi- 
tional 17 millions. The other three 
dams, one in operation and two under 
construction, will have a combined ca- 


pacity of 553,976 kilowatts. Assum- . 


ing that these generators might be op- 
erated on a 50 per cent load factor 
(that is, one half of the theoretical 
capacity if operated 24 hours daily for 
365 days a year), the plants would 
produce 2,426,414,880 kilowatt hours 
annually. 

Perhaps it may be conceded that if 


the several million inhabitants of the 
Tennessee valley had no opportunity 
to enjoy the advantages of electricity, 
and private enterprise would not af- 
ford them that opportunity, the gov- 
ernment might be justified in entering 
the field. But no such situation ex- 
ists in the Tennessee valley or else- 
where in the United States. 


HE scene of operations of the 

TVA, as has been stated, includes 
parts of seven states—Alabama, Geor- 
gia, Kentucky, Mississippi, North 
Carolina, Tennessee, and Virginia. 
The states most directly concerned 
with the immediate operations are 
Alabama, Georgia, Mississippi, and 
Tennessee. 

In these four states privately oper- 
ated electric utilities now have prop- 
erties in which private capital has been 
invested to the extent of $630,549,- 
610. The plants of these utilities have 
an aggregate generator rating of 1,- 
559,028 kilowatts, from which might 
be produced, upon the same method of 
computation used above for the TVA 
plants, 6,828,582,640 kilowatt hours 
annually. These same plants, how- 
ever, in 1932 sold only 3,680,192,467 
kilowatt hours—which means. that 
they had excess capacity (still using 
the assumption of a 50 per cent load 
factor) of 85 per cent. 

When the output of the TVA plants 
is added to that of the private plants, 
the excess capacity over the 1932 re- 
quirements will be 151 per cent. In 
other words, the demand for electric- 
ity will have to be increased more than 
24 times before the available supply 
can be marketed. 


HE spotlight of public attention 
has been focused largely upon the 
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Tennessee valley experiment, but this 
is not by any means the sum total of 
the government’s expensive anxiety to 
produce more of a commodity with 
which the country already is largely 
oversupplied. 


I* the far Northwest a similar situ- 
ation prevails. There the govern- 
ment is building a 63 million dollar 
power plant on the Columbia river at 
Grand Coulee, Washington, 75 miles 
west of Spokane, and a 50 million dol- 
lar plant, also on the Columbia, at 
Bonneville, Oregon, 40 miles or so 
from the city of Portland. 

The Grand Coulee project had been 


under consideration for several years, 
having been urged by part of the peo- 
ple of Washington, but Congress had 
been cold toward the proposition. 
When the Public Works Administra- 
tion and its billions of Federal money 
appeared on the scene, however, re- 
newed efforts were made to have the 
work authorized. These efforts suc- 
ceeded, and it has frequently been as- 
serted that the common or garden va- 
riety of political influence had much 
to do with the situation. 

The PWA first made an allocation 
of 15 millions to Washington, this 
being a loan and grant, which means 
that 30 per cent of the cost of labor 


Private Capital Investment in States Where Federal 
Government Is Building New Power Plants 


States 
Immediately 
Affected 

Arizona 
California 
Nevada 
Alabama 
1 


Government 
Projects 


Boulder Dam 


Georgia 
Mississippi 
Tennessee 
Washington 
Oregon 
Montana 
Wyoming 


TVA 


Grand Coulee 
Bonneville 
Fort Peck 
Casper-Alcova 


Non-Federal 


Loup & Platte 
Saluda 
Colorado & Pecos 


Nebraska 
South Carolina 
Texas 


$2,897,324,617 


Private Capital in 
Power Plants in 
States Affected 


$1,117,159,517 


% Increase 
of Invested 
Capital by 

Government 


9% 


Government 
Addition 


$109,000,000 


S 


630,549,610 253,000,000 40% 


213,581,280 63 
134,582,795 > 
6 


EE 


29% 
37% 

2% 
407% 


121,105,905 


- 
< 


3355 


15% 
1.5% 
0.4% 


17% 


ses 88 


am 
$s 


$500,477,000 


1 Representing major part of TVA territory, not including parts of Kentucky, 
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and materials would be given outright 
by the Federal government and the 
balance would be loaned at 4 per cent 
annual interest, with the expectation, 
of course, that repayment ultimately 
would be made. Washington, how- 
ever, apparently did not care so much 
for this arrangement, and it was soon 
found that the matter could not be 
worked out in this way. So the gov- 
ernment decided that the Bureau of 
Reclamation should take over the job, 
which means that the whole thing will 
be done at the expense of the Federal 
government. In other words, the tax- 


payers of the nation will foot the bill 
instead of the citizens of Washington, 
who will be the principal beneficiaries. 


HE original PWA allocation of 

15 millions has not yet been in- 
creased, so there remain 48 millions 
to be supplied. Still Washington, or 
part of it, is not satisfied. Efforts are 
being made now to secure approval of 
a so-called “high” dam, which will in- 
crease the power possibilities and add 
several hundred thousand acres of 
land to the productive area of the 
country. That will cost many more 
millions. 

The Bonneville project is partly for 
the improvement of navigation on the 
lower Columbia. The complete work 
is estimated to cost 55 millions, of 
which 50 millions is for the produc- 
tion of power. The PWA has allo- 
cated 32.2 millions to date, leaving 
22.8 millions yet to come. The 
Bonneville dam, about 150 miles, air 
line, from Grand Coulee, is being 
constructed by the Corps of Engi- 
neers, U. S. Army. 

Grand Coulee is to have an installed 
generating capacity of 86,000 kilo- 


watts, which will produce (50 per cent 
load factor) 376,680,000 kilowatt 
hours annually. This will make the 
excess of power in the state of Wash- 
ington equal to 179 per cent when 
added to the 592,908 kilowatts now 
installed in privately owned electric 
plants and capable of producing 
(again 50 per cent load factor) 2,- 
596,937,040 kilowatt hours a year. 
In 1932 these private plants had an 
aggregate demand for only 1,917,- 
408,104 kilowatt hours. 


ee gaigerse power, being generat- 
ed on the dividing line between 
Oregon and Washington, will be 
available in both states, and to the 
extent that it may be marketed in 
Washington will increase the excess 
capacity there. In Oregon, however, 
private utilities now have installed 
generating capacity of 362,077 kilo- 
watts. At Bonneville dam the govern- 
ment will install 86,000 kilowatts. 
Oregon’s use of electricity in 1932 was 
almost exactly one half of the number 
of kilowatt hours that might have 
been produced at the private plants 
operating with a 50 per cent load fac- 
tor. Thus the excess on this basis 
was 100 per cent. With the govern- 
ment addition this excess would be- 
come 148 per cent. 

Also in the Northwest we find the 
Fort Peck project in Montana, being 
constructed by the Army Engineers, 
and Casper-Alcova in Wyoming, 
which the Bureau of Reclamation is 
building. The former is primarily a 
scheme to control the Missouri river, 
and the Army Engineers say the pow- 
er to be generated there will be used 
almost exclusively for the operation 
of the dams and locks. 
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Output Capacity, Sales in 1932, and Excess of Privately Owned 
Plants in States Affected by Government Power Projects 


Annual Capacity 


100% Use Excess Available 


States 
Immediately 

Affected 
Arizona 
California 
Nevada 
Alabama 
Georgia 
Mississippi 
Tennessee 
Washington 
Oregon 
Montana 
Wyoming 


Non-Federal 


Nebraska 
South Carolina 
Texas 


Totals 


Generator 
Rating 
Kilowatt 


2,737,650 


1,559,028 


592,908 
362,077 
318,092 

35,386 


195,623 
641,216 
923,952 


(24 hours 
x 365 days) 
Kw. hr. 


24,021,814,000 


13,657,165,280 


5,193,874,080 
3,171,794,520 
2,786,485,920 

309,981,360 


1,713,657,480 
5,617,052,160 
8,093,819,520 


Assuming 50% 
Load Factor 
Kw. hr. 


12,010,907,000 


6,828,582,640 


2,596,937,040 
1,585,897,260 
1,393,242,960 

154,990,680 


856,828,740 
2,808,526,080 
4,046,909,760 


50% L. F.) 


( 
Sold, 1932 Over 1932 


Kw. hr. 
6,710,599,120 
3,680,192,467 
1,917,408,104 

64,813,843 


469,403,161 
1,207,481,357 
2/241,996,333 





7,365,932 


64,565,644,320 


e 


32,282,822,160 


17,530,373,166 


Demand 
80% 
85% 
35% 

100% 
209% 
138% 


45% 
75% 
80% 


84% 


Of the total estimated cost of 84 
millions for this development (for 
which the PWA has allotted 50 mil- 
lions) only 2.5 millions is the estimat- 
ed portion applicable to the power 
plant. However, the private plants in 
Montana, with installed generating 
capacity of 318,092 kilowatts, were 
faced in 1932 with an excess capacity 
of 209 per cent. Specifically, they 
sold 449,275,894 kilowatt hours when 
they could have produced (50 per cent 
load factor) 1,393,242,960 kilowatt 
hours, Together, government and 
private plants will have an output ca- 


pacity 258 per cent greater than the 
1932 use. 


YOMING’S private plants have 

35,386 kilowatts installed. At the 
Casper-Alcova project the government 
will install 18,100 kilowatts, which 
will make the available electric power 
in Wyoming 260 per cent more than 
the amount used in the entire state in 
1932. As was remarked on the floor 
of the House last January by Repre- 
sentative Culkin, Republican of New 
York, there is no one in the Casper- 
Alcova territory to buy the newly de- 
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veloped power “except coyotes and 
jack rabbits.” 

Boulder dam, under construction by 
the Bureau of Reclamation, is costing 
the government 165 millions, of 
which sum the dam and power plant 
will cost 109 millions. This is the 
only Federal power project, aside 
from the TVA, directly authorized by 
Congress. Since it was started sev- 
eral years ago, it is not properly 
chargeable to the present administra- 
tion. It may be noted, however, that 
PWA funds are being used to carry 
on the work, and that the excess pow- 
er available in California, Arizona, 
and Nevada will be 110 per cent over 
1932 sales when the capacity of 
Boulder dam is added to that of the 
private plants in the three states. 


IMILAR situations prevail in Ne- 

braska, Texas, and South Carolina, 
where local authorities using Federal 
money are building large power plants. 
Nebraska has fared particularly well 
at the hands of a liberal government, 
having been allotted a loan and grant 
of 7.5 millions for one power project 
and 7.3 millions for another. Texas 
was given 4.5 for the completion of 
a hydroelectric development that was 
started several years ago by a private 
company, which became bankrupt be- 
fore the job was completed. In the 
same state 2.6 millions went to another 
project. Greenwood county, in South 
Carolina, received a loan-grant of 
$2,767,000, which was later increased 
by $85,000, for the construction of a 
hydroelectric plant on the Saluda riv- 
er. 


NCLUDING these five allotments to 
local authorities in the three states 
named, the PWA has approved loans 


and grants for non-Federal power 
projects amounting to an aggregate 
of 46.5 millions, of which there is ap- 
plicable directly to power the sum of 
$38,650,000. The 22 millions over 
and above the five large allotments 
mentioned above went to municipal 
electric plants in nearly 100 cities and 
towns. Approximately one half of 
these already had their own plants and 
the Federal money was sought for im- 
provement and expansion. In the 
other places the Federal government 
through the PWA furnished the mon- 
ey, as in the case of Knoxville, Ten- 
nessee, to enable the city to build an 
electric plant to compete with a pri- 
vate plant already rendering service to 
the community. 

In addition to the expenditure of 
these huge sums for the construction 
of power plants, the government has 
spent approximately 3 millions in 
making investigations of various 
kinds, all more or less directly de- 
signed to bring about reductions in 
electric rates. The Federal Power 
Commission was given $400,000 to 
make a power survey and $300,000 to 
make a rate survey. The Federal 
Trade Commission has spent at least 
a million of government money in its 
6-year investigation of electric and 
gas utilities. The Electric Home and 
Farm Authority was given a million 
by the PWA for the promotion of 
sales of electrical appliances, primarily 
to boost the power sales of the TVA. 
The National Resources Board has 
received large sums for the work 
which it is planned for it to carry on, 
much of which is related to the de- 
velopment of power, and the Presi- 
dent’s National Power Policy Com- 
mittee was given $100,000. 
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HUS we arrive at the grand total 

of $525,310,000 directly applica- 
ble to power, as shown in the table on 
the cost of the government power pro- 
gram. It will be noted that the entire 
program commits the government to 
the expenditure of $749,200,000, of 
which only $327,700,000 has been ap- 
propriated. Therefore, the Federal 
Treasury (which means the taxpayers 
of the nation) must be called upon to 
dig up $421,500,000 to complete the 
projects now under way. This tabu- 
lation, of course, does not take into 


account the untold millions that will 
be added to the cost if the program 
is carried on in the direction in which 
it is headed. 

It is not at all impossible, perhaps 
not even improbable, that the Federal 
government within the coming year 
will be called upon to furnish millions 
for the St. Lawrence waterway, one 
of the main features of which is to 
be the development of hydroelectric 
power by the state of New York. 
That state, however, will occupy a 
unique position if it does not ask for 


Capacity of Government Power Projects and Percentage Excess 
of Public and Private Plants over 1932 Demand 


Generator 
Rating 
Kw. hr. 
495,000 
pos 1 


Government 
Projects 
Boulder Dam 

TVA 

Grand Coulee 
Bonneville 
Fort Peck 
Casper-Alcova 


Non-Federal 
Loup & Platte 


Saluda 
Colorado & Pecos 


86,000 
50,000 2 
18,100 


74,500 
15,000 
24,000 


Totals 1,631,576 


100% Use 
(24 hrs. x 365 days) 
Kw. hr. 
4,330,000,000 


438,000,000 
158,556,000 


131,400,000 
210,240,000 


14,286,405,760 


Excess 
to Be Available 
(50% L.F.) from 
Public and Pri- 
vate Plants over 
1932 Demand 


110% 


Annual Capacity 
Assuming 50% 
Load Factor 
Kw. hr. 
2,165,000,000 
2,426,414,880 
1,379,700,000 
680,000 
219,000,000 
79,278,000 


326,310,000 8 
65,700,000 8 
105,120,000 8 


7,143,202,880 124% 


1 Not including two proposed dams (Aurora and Pickwick). 
2 Power designed mainly for operation of dam. , 
3 PWA engineers base calculations for installations, etc., on anticipated sales as 


follows : 


Firm Power Secondary 


Kw. hr. 
62,086,500 
12,000,000 


4,575,000 
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and receive aid from the Federal 
Treasury. 

Then there is the Santee-Cooper 
project in South Carolina, for which 
that state wants some 40 millions of 
Federal funds, and the Central valley 
project in California, which also 
wants something like 40 millions. 

In the background is the Bay of 
Fundy in Maine—the Passamaquoddy 
project which is designed to develop 
electric power from the tidal waves— 
at a cost of 40 to 50 millions. It may 
be, however, that this scheme wiil not 
again be actively in the picture at least 
until the time comes for another elec- 
tion in Maine. 

When Congress gets under way 
there will likely be a revival of sec- 
tional plans for new developments pat- 
terned more or less like the TVA, such 


as the Missouri Valley Authority, as 
proposed during the last session by 
Senator Norris, and the Wabash Val- 
ley Authority, the Arkansas River Au- 
thority, etc., as advocated by other 
members of Congress. 


Ww all these power develop- 
ments completed, the people of 
the United States may be obliged to 
devote much of their time (and mon- 
ey) in seeking new means to use elec- 
tricity. 

To absorb the product, regardless 
of any rates now conceivable, they 
will be obliged to spend so much, even 
at excessively low rates, that the ad- 
ministration, when the people cry for 
food, may well adapt Marie Antoin- 
ette’s famous remark and reply: 

“Let ’em eat kilowatts!” 





Interesting Items about the Wire Utilities 


It is estimated that every year between 8,000 and 10,000 troy ounces 
of precious metals are reclaimed from obsolete telephone equipment. 


on 


* 


Dmect telephone connection between Leningrad and Paris has been 
established on a 24-hour basis, following the opening of the Moscow- 


Paris long-distance telephone line. 


* 


* 


THE telephone department in Rotterdam, Netherlands, maintains an 
electric clock service. A total of 1,043 clocks (private and public) are 
connected underground with the master clocks in the central telephone 


station. 
+ 


* 


REGARDLESS of rumors of more economy in government expenditures, 
it is expected the tax on telephone and telegraph messages which ex- 
pires July 1, 1935, will be continued another year. The tax yields 


approximately $19,000,000 annually. 
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An Eminent Socialist’s View 
of Public Utilities 


Finds much to criticize 


He believes among other things that customers of the private companies 
are paying exorbitant rates designed to produce a liberal return on a grossly 


inflated capitalization; that regulation has completely broken down; 


that 


the Supreme Court has befuddled it; and that holding company contracts 
with operating companies are not subject to regulation in the absence of 


collusion. 


On the other hand, he thinks municipal and other governmen- 


tally owned utilities have a fine record of achievement in the public interest; 
and that to the masses public — would mean the lightening of many 
burdens. 


By LOUIS WALDMAN 


\HE capital structure of Amer- 
ican business and utilities is top 
heavy. The fixed long-term 

private and public debt is too high. 

Interest and profits based on our cap- 

ital-structure, representing as it does 

inflated values, have been a millstone 
around the neck of the American peo- 
ple. 

With the advent of the giant cor- 
porate organization in industry its 
fixed indebtedness increased very rap- 
idly. Capitalist business morality 
says: no matter what happens to 
wages, even though wage-earners are 
the bulk of consumers and their pur- 
chasing power is essential to recov- 
ery, interest on bonds must be paid 
and profits must be made to pay divi- 
dends to stockholders in order to “at- 
tract capital.” Yet, people wonder 


why we are not emerging from the 
depression. 

The burden of long-term indebted- 
ness in the field of public utilities is 
many times as great as that in indus- 
try. In 1932, the fixed indebtedness 
of the industrial corporations in the 
country was only about one fifth their 
1930 tangible assets. The fixed in- 
debtedness for the railroads and the 
public utilities for the same period 
represented about half of their book 
value. In 1933, the railroad debt ac- 
counted for 11.3 per cent of the total 
debt of the country, and the public 
utility business for another 8.9 per 
cent. 


I the present emergency, a drastic 
cut of the interest rate by law is 
socially desirable, but experience has 
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shown that the utility business does 
not as a rule pass on its savings to the 
public. 

What these public utilities mean in 
terms of cost to the American people, 
has been emphatically stated in the 
report to the New York legislature by 
its Commission on Revision of the 
Public Service Commission Law: 

When it is considered that the total an- 
nual income of the public utilities in the 
country approximates $10,000,000,000, the 
necessity of subjecting the methods whereby 
such earnings are determined to the most 
careful criticism and review, is obvious. 

This is a matter of national concern. 

The utility companies have been 
granted monopoly rights by which 
they levy an annual toll on the Amer- 
ican people over three times as large 
as that collected by the United States 
every year to carry on the national 
government. It amounts to an annual 
tax of over $400 on every family. 


HEN there are social implica- 
tions in the control of these mo- 
nopolies which go much deeper even 


than the financial cost. In an urban, 
industrial civilization utility services 
and commodities are so essential to 
our existence as to be hardly distin- 
guishable from other social services 
such as the administration of justice, 
the management of our free public 
schools, our public health depart- 
ment, our police agencies, our parks, 
libraries, etc. 

Of all utilities, electricity is now 
foremost. In the short space of one 
generation we have become so accus- 
tomed to the use of electrical slaves to 
transport us, feed us, clothe us, light 
our way, amuse us, count for us, and 
inform us, that we are rarely aware 
of the veritable revolution that elec- 
tricity has affected in industry, trans- 


portation, agriculture, communica- 
tion, recreation, medicine, and life in 
the home. The discovery of electric 
power has ushered in a second Indus- 
trial Revolution as powerful in its ef- 
fect as the Industrial Revolution of 
the late Eighteenth Century based on 
steam power. Electric energy has be- 
come the most vital force in modern 
life. 


Tr the short space of thirty years, 
the amount of electricity generat- 
ed annually at electrical stations in the 
United States increased thirty-two 
times, from 2,507,051,115 kilowatt 
hours in 1902 to 79,657,466,651 in 
1932. During the same period, the 
value of plant and equipment of cen- 
tral electric light and power establish- 
ments increased twenty-five times, 
from $504,740,352 to $12,664,376, 
952; of telephone companies twelve 
times, from $389,278,232 to $4,734.,- 
705,708 ; of telegraph and cable, three 
times ; of electrical railways 1.8 times, 
from $2,308,282,099 to $4,734,705,- 
708. 

The gross income of the electrical 
industries rose from $463,982 in 
1902 to $3,944,360,333 in 1932—an 
increase of 850 per cent. 

This vast expansion of electric 
power consumption is destined to in- 
crease in the next few decades. Hun- 
dreds of thousands of homes and 
farms are still untouched by the magic 
current. Thousands of miles of rail- 
road are as yet not electrified. With 
the daily addition of scientific discov- 
eries, the advent of television, the 
progressive perfection in the tech- 
nique of production and distribution, 
electric power becomes indispensable 
to our Twentieth Century society. 
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HE public utilities of America are 

still privately owned and operat- 
ed as_ state-protected monopolies. 
They are controlled by inside promot- 
ers and financial manipulators for 
their own profit. A survey of the pub- 
lic utilities in New York city reveals 
- that in a year of grave crises, the gas, 
electric, telephone, water, and trans- 
portation companies showed a total of 
over $62,000,000 in excess earnings 
over 6 per cent on their common stock 
equity. 

This situation is not peculiar to the 
city of New York, but is typical of 
the utility profiteering throughout the 
nation. 

The recent investigation of the 
power industry by the Federal Trade 
Commission startled a complacent 
public out of its lethargy and igno- 
rance by its exposé of the machinations 


of the power trust throughout the 
length and breadth of this land. One 
of the most outstanding facts revealed 
by the investigation was the almost 
universal practice of inflating the cap- 


ital accounts. In Nineteenth Century 
business parlance, this practice was 
crudely referred to as “watering 
stock.” 


Electric Bond & Share Co. ...... 


The American Gas & Elec. group 
Amer. Power & Lt. Co. group 
Middle West Utilities 

New England Power Ass’n 


W. B. Foshay Co. & subsidiaries 


The Alabama Power C 
Georgia Power Co. 
Southern Power Securities Corp. 


Louisiana Gas & Electric Co. .... 
Louisiana Power & Light Co. .... 
Mississippi Power & Light Co. ... 


Nebraska Power Co. 


Carolina Power & Light Co. ..... 


ee ee ee ee 


8 Beene however, our big business 
minds have invented new terms: 
inflation, appreciation, revaluation, 
and “write-up.” But it is essentially 
the same old game of adding fictiti- 
ous values to the original investment. 
The function of the inflation or 
“write-up” is to justify enormous 
earnings. For example, an invest- 
ment of $1,000,000 may be earning 
16 per cent. To justify this, the 
capital is inflated to $2,000,000 so 
that the rate of earnings appear to be 
only 8 per cent. Otherwise courts, 
commissions, and consumers might 
grow agitated and demand reductions 
in rates. An actual instance of this 
is the case of the Electric Bond and 
Share Co. which owned, on Decem- 
ber 31, 1927, common stock of other 
companies which were carried in its 
accounts at $20,310,516.48 but the 
actual cost was only $9,161,109.94. 
The balance, $11,149,406.54, repre- 
sented write-up through reappraisals, 
values placed on stock dividends, and 
values placed on bonus stocks issued. 
Another device to hide excessive earn- 
ings is that of splitting the stock, 
making 2 or 5 or 10 shares appear 
where there was only one before. 
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This decreases the earnings per share 
and makes them appear much less 
than they are. Every sale, merger, or 
reorganization becomes an occasion 
for recapitalization. 


— increase in earnings is used 
as a basis for further capitaliza- 
tion. With the Federal Trade Com- 
mission investigation only half fin- 
ished, Senator George W. Norris 
made public on July 13, 1932, the 
write-ups of the great utilities report- 
ed up to that time (see list on page 
455). 

And on these huge inflations, the 
consumers must continue to pay rates 
that will produce 6 or 8 per cent for- 
ever after. Frequently on the basis 
of this overcapitalization, the utilities 
have successfully obtained increased 
rates, which in turn have produced in- 
creased earnings and set the cycle in 
motion again. 


a ane. which, it was once 
thought, would give the public 
protection against the utility compa- 
nies’ worst abuses, has completely 
broken down. 

Regulation may be defined as an 
effort by the state and nation, through 
the establishment of commissions, to 
supervise and control the operation of 
the utility companies so as to secure 
for the public adequate services and 
reasonable charges. Wisconsin was 
the first state to establish, in 1907, a 
permanent, presumably expert, reg- 
ulation commission. New York fol- 
lowed in the same year. At the pres- 
ent time, every state but one has a 
regulation commission. The Federal 
government has its own regulatory 
machinery. 

After twenty-five years of experi- 


ence with systematic regulation by the 
public service commission, New York 
state created a commission charged 
with the duty of “ascertaining wheth- 
er the Public Service Commission 
Law accomplishes the ob- 
jects for which the system of state 
regulation was established.” 


HE minority report submitted to 

the legislature by Walsh, Bon- 
bright, and Adie, states this basic 
finding : 

On the basis of this intensive investiga- 
tion, we find that effective public utility 
regulation in the state of New York has 
broken down and that the consumers of the 
state have been abandoned to the exploita- 
tion of the public utility companies without 
any effective restraint by the public serv- 
ice commission. 

In another place, this report adds 
the warning or the threat, that: 

Unless effective regulation can be re- 
stored, there is bound to be a rapid shift 
of public opinion in favor of public owner- 
ship and operation. 

The majority of the commission, 
through its counsel, William J. Don- 
ovan, reported to the legislature the 
same conclusion, in somewhat more 
cautious language, by saying: 


Leaders of utilities must look upon them- 
selves as economic servants of the public, 
as the state officials are the political serv- 
ants of the public. If this is only an Uto- 
pian idea, then, in my judgment, regulation 
is impossible. The alternative is not coer- 
cion, because that can only bring resort to 
the courts with resultant resentment and 
bitterness. The only feasible alternative is 
public ownership. 


W: are told that legal coercion is 
useless because the companies 
will “resort to the courts.” But why 
should their resort to the courts pre- 
vent state coercion, if that becomes 
necessary in the public interest to se- 
cure adequate service at reasonable 
rates ? 
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Public or. Private Ownership? 


6 HOUGHTFUL people are beginning to ask: 


In the light of 


enormous exploitation of consumers by the private utility 
companies, in the light of a host of abuses which private ownership 
and operation has brought in its train, in the light of the breakdown 


of regulation, what is to be done? 


The alternatives today are two,: 


either we permit the utilities to continue, the people taking the con- 
sequences, or we resort to the public ownership and operation of the 
utilities, and run them for the benefit of the people.” 





The answer lies in a series of Su- 
preme Court decisions beginning with 
the Minnesota Rate case, in 1890. 
The court’s view of the meaning of 
the terms “property” and “liberty” as 
used in the Constitution of the United 
States and its conception of reason- 
able return upon the “value” of the 
utilities have reduced regulation to a 
mere guess. 

The utilities have constructed a 
whole host of devices to avoid and 
nullify all attempts at regulating them 
in the public interest. One of them 
is the holding company. Contracts 
between operating companies and 
holding companies are not subject 
to adequate commission control. 
Though the rule that evidence of col- 
lusion must be shown has been re- 
laxed there are still practical and legal 
obstacles in preventing exorbitant 
contracts which rob the consumers. 


Another device is the recapitalization 
of operating companies as the basis 
of high prices paid for them by hold- 
ing companies eager to round out 
their systems. ; 


| gene sold wholesale across state 
boundaries has also successfully 


eluded regulation. It is little won- 
der that the utilities are today the 
most ardent advocates of regulation. 
They have so devitalized it that it is 
no longer a menace to them. It is 
an empty form. But even empty 
forms have their uses, for the utilities 
regard regulation as a buffer to pro- 
tect them from attack by the public, 
and as a means of combating the 
growing sentiment for public owner- 
ship. 

One of the most important facts 
revealed by the Federal Trade Com- 
mission investigation was the exist- 
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ence of great concentration of control 
in the power industry. Through such 
devices as mergers, reorganization, 
and combinations; direct ownership 
of voting stock; interlocking directo- 
rates; the voting trust; control of 
proxies; control of the issuance of 
stock ; and through supervision of op- 
erating companies by holding compa- 
nies, 13 companies in the power in- 
dustry have direct control of 66 per 
cent of the output and are connected 
among themselves in such a way as to 
reveal a working identity of interest. 

The holding company, a most re- 
markable legal mechanism, usually 
only owns securities of operating com- 
panies, or of other holding com- 
panies. Thus, in a modern business 
pyramid, the holding company at the 
very top controlled with very little 
wealth affects an ironclad concentra- 
tion of control. Through this control, 
it manipulates for its own benefit the 
earnings of the industry. 

Small wonder, therefore, that the 
ownership and control of the electric 
power industry as of other utilities 
has become a foremost issue before 
the American people? The depres- 
sion accentuates that issue. 


F lgetond of municipally operated 
electric utilities shows that they 
have served the consumers success- 
fully in such cities as Seattle, Cleve- 
land, Los Angeles, Kalamazoo, Mar- 
shall, Mo., Springfiled, Ill., Muscatine, 
Iowa, Colorado Springs, Colo., Sioux 
Falls, S. D., etc. The Federal gov- 
ernment’s projects at Muscle Shoals 
and Boulder dam will also serve a 
large area. For many years, the pub- 
licly owned and operated Ontario 
Hydro-Electric Power system in Can- 


ada has put to shame the private “pub- 
lic” utilities by its successful opera- 
tion of power for the benefit of the 
people of Ontario. It has been able 
to render its service to consumers at 
rates so far below those charged by 
private companies that it constitutes 
a challenge to their control and su- 
premacy throughout the states. A 
comparative study of rates charged by 
Ontario’s publicly owned system and 
those charged by private companies in 
western New York, whose electricity 
is generated largely by water power, 
was made by a committee of econo- 
mists and engineers. They concluded 
that “in the total areas compared, the 
New York revenues per kilowatt hour 
from all services was 140 per cent of 
the Ontario revenue per kilowatt 
hour.” 

This finding is especially significant 
because Ontario revenue is derived 
mainly from the sale of electricity to 
domestic consumers and farmers who 
purchase 75 per cent of the total On- 
tario power, while New York sells 
mainly to industrial and commercial 
consumers, the domestic consumers 
for the area compared purchasing 
only 43 per cent of the total power. 


Wass Niagara-Hudson group of 
companies, which control two 
thirds of all electric energy in New 
York state, charge to these domestic 
consumers for only 43 per cent of the 
electricity sold by that group an 
amount equal to 20 per cent of their 


gross income. If, therefore, the pri- 
vate companies sold 75 per cent of 
their total current to domestic users, 
like the Ontario publicly owned sys- 
tem, the New York revenue per kilo- 
watt from all services would have 
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been much higher than 140 per cent 
of the Ontario revenue. New York 
rates, according to the committee sur- 
vey referred to above, were much 
higher than those of Ontario. “Sixty 
kilowatts cost $1.30 in Toronto, $3.60 
in Buffalo, $3.65 in Rochester, $3.81 
in Syracuse, $4.35 in Utica, and 
$2.80 in Niagara Falls.” 

In 1933, domestic consumers in the 
nation used only 18 per cent of. the 
electric power sold but paid 37 per 
cent of the total revenues derived 
from sale. The domestic consumers 
paid an average price of 5.49 cents 
for a kilowatt hour while large 
wholesale purchasers paid only 1.38 
cents. Gas tells a similar story. Do- 
mestic consumers, in 1932, paid on 
the average $1.24 per thousand cubic 
feet of gas, while industrial and com- 
mercial consumers paid only 94 cents 
per thousand cubic feet. It is, there- 
fore, obvious that industrial and com- 
mercial users having a bargaining 
point in their threat to install their 
own generating plants, pay low rates, 
while the small consumers must take 
what rates are given them—or be 
without service. 


HOUGHTFUL people are begin- 


ning to ask: In the light of 
enormous exploitation of consumers 
by the private utility companies, in the 
light of a host of abuses which pri- 
vate ownership and operation has 
brought in its train, in the light of 
the breakdown of regulation, what is 
to be done? The alternatives today 
aretwo: either we permit the utilities 
to continue, the people taking the con- 
sequences, or we resort to the public 
ownership and operation of the utili- 


ties, and run them for the benefit of 
the people. 

Experiments in this country, in 
Canada, and in Europe have amply 
proven the efficacy and the desirabil- 
ity of public ownership. Public 
financing of the electrical industry 
alone would save for the consumers 
between 300 to 400 million dollars a 
year. In twenty years, this saving, 
including the savings on the estimated 
annual increases in the business, 
would amount to about 10 billion dol- 
lars, enough to retire the entire capi- 
tal now invested in the electrical in- 
dustry. 

To the masses of the nation public 
ownership would mean the lightening 
of many burdens. There are hun- 
dreds of thousands of housewives for 
whom housework lasts from sunrise 
to sunset. Thousands upon thou- 
sands of farmers are still doing their 
work in Nineteenth Century ways. 


HE exorbitant charges of the 

private utilities make the elec- 
trification of the home, the farm, and 
rural areas prohibitive. Public own- 
erships, with its production of electric 
energy for use at cost, would remove 
the barrier of excessive costs and per- 
mit the flow of cheap power into 
these neglected sectors of our nation- 
al life. It would relieve farmer, 
worker, and housewife from drudg- 
ery. 

Industrially and commercially as 
well, the nation would benefit from 
cheap power. And the vast changes 
already wrought by electricity would 
be multiplied a hundredfold. Amer- 
ica in the next decade must see this 
transformation accomplished. 
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Favorite Fallacies As to 
Utility Regulation 


Widespread popular misconceptions about utility regulation have unquestionably 
resulted from the constant repetition by speakers, writers, public officials, and 
others, of erroneous conclusions about certain phases of regulation, even though 
such errors have long since been acknowledged as such by well-informed students 
of the subject. It is probably true that public confidence in commission regulation 
has been undermined to some extent by the continuous reiteration of these ex- 
ploded solecisms. The author of this article has attempted to collect and answer 
four of what he calls the “classic canards” of utility control. 


By M. R. KYNASTON 


UBLIC utility regulation has long 
suffered from a series of false 


assertions that gain widespread 
circulation. By sheer force of repeti- 
tion, there are built up in the minds 


of the nondiscriminating listeners 
(which often includes most of us) 
false impressions. I have collected in 
this article, for refutation, four of the 
most current fallacies concerning util- 
ity regulation. There are others; 
some entirely different from this quar- 
tette, some mere variations of the 
same arguments. But the four here- 
in discussed seem to be the most fla- 
grant examples. 
> 
Utiuity rate reductions result in 
¢ “money savings” for utility con- 
sumers. 
There is an amusing tale told by 
an electric appliance salesman who 


once tried with fair success to sell 
electric refrigerators to the thrifty in- 
habitants of a rural district. One 
prospect interviewed informed the 
salesman that he could not use a 
mechanical refrigerator during the 
coming summer because he expected 
to have a perpetual ice box. 

“Perpetual ice box? I never heard 
of it,” said the salesman. 

“Wal’ neither did I,” admitted the 
prospect, “but I hev figgered it out 
thisaway. I bought from a furniture 
store an ice box so derned new and 
improved that it is guaranteed to save 
50 per cent of the ice. Next I bought 
one of these here new fangled ice sav- 
ing gadgets which is also claimed to 
save 50 per cent of the ice. Now 
just add them two 50 per cents to- 
gether, young feller, and yew can see 
that I will save 100 per cent of the 
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ice and at that rate my ice had ought 
to last me forever.” 


O F course, it’s just another travel- 
ing salesman’s tall story, but it 
isn’t much more far-fetched than the 
numerous claims for “savings” result- 

.ing from utility rate reductions. First 
of all, there is the multiplicity of par- 
ties who take credit for these reduc- 
tions. 

A recent estimate by the Sctipps- 
Howard newspapers indicated that 
electric rate reductions made in the 
region affected directly or indirectly 
by the Tennessee Valley Authority 
amounted to $16,000,000 a year. The 
statement implied that the TVA was 
largely responsible for these “sav- 
ings” in the eleven states affected. 

Doubtless, the regulatory commis- 
sions in these eleven states have also 
claimed credit for the proper propor- 
tion of the “savings” in their respec- 
tive states. 

Not long ago the Federal Trade 
Commission reminded us that large 
electric rate reductions by utility com- 
panies under investigation were per- 
haps the result of its efforts and in 
the near future the Federal Power 
Commission will probably point out 
that certain rate reductions have been 
made following the publication of its 
rate surveys. 

There are other parties, such as 
state governors, rate case attorneys, 
and political “powers,” who are not 
timid about taking credit for rate re- 
ductions. 


| eng the state commissions 
have the most reasonable claim, 
for it is by their orders, generally 
speaking, that the “savings” are made 


and without their orders utility rates 
could not be changed. They are, as 
the lawyers say, the “proximate 
cause” of the reductions. However, 
if all the claims of the various cham- 
pions of the people could be added 
together (and, as a matter of com- ; 
mon sense, they could not be), the 
total “savings” to the American rate- 
payers would far exceed the total 
amount paid for utility service. The 
resulting figure would probably re- 
semble the Canadian national debt. 

Although these estimated savings 
run into very impressive total figures, 
neither the “savings” nor the en- 
tire amount paid for utility service 
amounts to much where the individual 
consumer is concerned. The accom- 
panying chart (Chart A) illustrates 
very clearly just how little the Aver- 
age Citizen pays for electricity, for 
example, as compared with his ex- 
penditures for other necessary com- 
modities. 

Out of every dollar he spends, 
less than 2 cents goes for power. 
It amounts to less than 10 cents a 
day, even for the Average Electric 
Consumer. However, I realize that 
this _less-than-the-price-of-a-good-ci- 
gar type of argument does not carry 
weight with many citizens who resent 
being overcharged even a penny, re- 
gardless of how many cigars he 
smokes or how much candy or chew- 
ing gum he buys, ete. That is not 
what I set out to prove. 


I MERELY mention the relatively small 
price per consumer for utility serv- 
ice to show that resulting “savings” 
in that price through rate reductions 
must necessarily amount to even less. 
This means that even if the consumer 
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Expenditures of the American People 
as Contrasted with Taxes 





THIS IS THE “HEAVY BURDEN” TO RELIEVE 
WHICH THE GOVERNMENT IS SPENDING 
HUNDREDS OF MILLIONS OF DOLLARS 














og 


Nore: 











69g 


The above chart omits a balance of 21 cents out of the average dollar spent as 


ordinary living expenses for less important items which might be grouped together as mis- 


cellaneous. 
laundry, tobacco, etc. 


This group would include sums expended for medical attention, railway fares, 


Sources of supporting data: United States News, July 16, 1934; Report of President 
Hoover’s Committee on Social Trends, 1932; Contact (Published by New England Power 


Association) ; November, 1934; Census of Electrical Industry, U. 


S. Census Bureau, 1932. 





does pocket the savings, he is quite 
likely to meet with disappointment 
in the extravagant promises of sav- 
ings made to him by the politicians. 

But let us see if they are really any 
“savings” at all in connection with 
utility rate reductions. A money sav- 
ing ought to be something that you 
can put in your pocket or spend for 
something else. The old maxim “a 
penny saved is a penny earned” seems 
to imply that the saved penny ought 
to have both form and purchasing 
power. Yet the hundreds and hun- 


dreds of thousands of dollars that are 
“saved” annually in the aggregate on 
electric rate reductions never seem to 
get into the customer’s bank in the 
form of deposits, or onto his back in 
the. form of clothes, or on his table 
in the form of food. 

Strangely enough, the “saved” elec- 
tric rate penny goes right back to the 
electric company and, stranger still, it 
usually takes another penny or frac- 
tion of one along with it. Probably 
the most conclusive proof of this fiscal 
phenomenon is the comparison of 
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national average electric rates for the 
last twenty years with the national 
average revenue per customer during 
the same period. 


HE record clearly indicates that 

the more you cut utility rates, the 
more consumption will increase. Fur- 
’ ther than that, the consequent increase 
of consumption is so much larger in 
proportion to the cut in the unit rate 
of utility service that the consumer 
pays more than he ever did. For ex- 
ample, our national average rate per 
kilowatt hour of electricity for domes- 
tic service was 8.3 cents in 1914. At 
this rate, the average American paid 
$22.50 for domestic service that year. 
In 1932 the U. S. Census figures 
show that the average rate per kilo- 
watt hour had been dropping steadily 
through the intervening years to a 
level of 5.5 cents—a reduction of 33 
per cent. The Census figures also 
showed that in 1932 the average 
American was paying $34 a year for 
domestic service—an increase of 50 
per cent. Now just how much money 
did these reductions “save” the con- 
sumer? The accompanying graph, 
Chart B, illustrates the continuous 
trend of these two factors from 1914 
to 1934. It will be observed that with 
minor fluctuations, the downward 
trend of the unit rate corresponds 
fairly closely with the upward trend 
in average revenue per customer, 


A™ so, if, as we have already ob- 
served, our customer would be 
disappointed in the niggardly amount 
of “savings” by reason of the small 
fraction he would receive on an ali- 
quot basis, how much more astonished 
and downright angry he may be to 





National Average Domestic Electric 
Rate per Kilowatt Hour 


1919 1924 


National Average Domestic 
Electric Bill per Year 





find that in spite of all the talk about 
rate reductions his present bills are not 
only not less but more than they ever 
were before. 

He fails to understand that he used 
his money to purchase more service. 
That is why so often, after a widely 
publicized reduction, a consumer com- 
pares his monthly bills with former 
bills and jumps to the conclusion that 
there has been no reduction and that 
he is paying more than ever for elec- 
tricity. 

He may even get the idea that the 
company is cheating him and that the 
state commission which said there 
would be a reduction is a fake. Need- 
less to say, this kind of citizen is 
sympathetic to suggestions of public 
ownership advocates that state regula- 
tion has broken down. I have heard 
many people remark during the last 
year that they pay as much or more 
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for electricity now than they did five 
years ago and that, therefore, the talk 
about rate reductions is nonsense. 
Somehow, they just don’t seem to 
realize that they may be using much 
more current. 


I AM afraid that someone is going to 
read the foregoing passage and say 
at this point, “Well, if reducing rates 
really results in increased consump- 
tion, why should the companies (or 
anyone else) complain? They get 
more business.” That is perfectly 
true and they never complain about 
getting more business. But they do 
complain, sometimes, about being 
blamed for not reducing rates after 
they have already reduced them. 
Please understand that this is not 
written to suggest that there is any- 
thing wrong with these reductions, or 
that electric consumption should be 
curtailed. I am enthusiastically in 
favor of bigger and better rate reduc- 
tions wherever feasible. The use of 
electricity pays back many times over 
the cost to the consumer, but the point 
I make is that it pays back in terms 
of personal comfort, convenience, or 
efficiency; it does not pay back in 
terms of money “saved” on the elec- 
tric bill—a claim that proponents of 
rate reduction so often urge as justifi- 
cation for rate slashes. In other 


& 


. has never been given any substan- 


“CAPITALIZATION 


words, I am not discussing whether 
or not utility rate reductions should 
be made. I am merely demonstrating 
what happens after they are made. 

The theory of the so-called emer- 
gency rate cut is that the consumer, 
by reason of severe economic depres- 
sion, decreased earnings, etc., simply 
cannot afford to pay the prevailing 
rate for utility service. Therefore,— 
so runs the argument—the rate should 
be cut so that he can continue to use 
it. But what happens when the emer- 
gency rate cut is granted? We find 
that the same hard-pressed consumers 
who could not afford to pay $2 for 40 
kilowatt hours’ service a month, sud- 
denly discover that they are glad to 
pay $2.08 for 52 kilowatt hours. That 
actually happened after a recent rate 
reduction. 


ee leaving this subject of sav- 
ing money through rate reduc- 
tions, let us consider the argument 
that these “savings” create more pur- 
chasing power in the masses; mean- 
ing, of course, that with the money 
saved, the average man can spend on 
other things and thereby aid general 
economic recovery. This argument is 
frequently heard in Washington as an 
explanation of the New Deal power 
policies, all of which seem designed 
to drive down electric rates. We have 


tial weight as a rate base factor in a single important rate. 
case before Federal courts in the last fifteen years. Capital- 
ization has been considered by a few state commissions, but 
only for comparative purposes and as a handy check-up 
figure for original cost investment data which has, it is true, 
been given substantial consideration in rate making, es- 
pecially during recent months.” 
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already learned that there really is no 
money saving in the consumer’s 
pocket after the rates are slashed, but 
he does get more electric service for 
his money. Could it be possible that 
this increase in consumption creates 
purchasing power indirectly? Let us 
see. 

It doesn’t, as a general rule, create 
more money in the utility share- 
holders’ hands. On the contrary, util- 
ity rate cutting orders are usually de- 
signed to clip the net profit of the util- 
ity operators. Does it create money 
in the consumer’s hands indirectly? 
The answer is: No. Electricity is a 
great discovery and a noble servant. 
It has freed housewives from arduous 
toil, and made life easier, cleaner, 
more enjoyable. But it has not, so 
far, made any money for the domestic 
consumer in such manner that the 
more he uses the more money he will 
have. 


| mena service creates in the 
home two valuable things: com- 
fort and leisure. But while these are 
very valuable and the old adage as- 
sures us that time is money, the do- 
mestic consumer, generally speaking, 
cannot spend these assets for food or 
clothing. If Mrs. Average American 
has more time to go to afternoon 
movies, because she can use more pow- 
er appliances, it does not follow that 
she has more money to go to the 
movies with. If she does go, she 
must cut down on the grocery bill, 
or the insurance, or something else; 
and so in using her leisure she merely 
transfers her budget allowance from 
one channel to another. 

This is true even of the additional 
business in the electric appliance field, 


which is undoubtedly stimulated by 
rate reductions. Mr. Average Amer- 
ican buys more appliances with money 
that he formerly spent for shoes or 
ships or sealing wax, and as the elec- 
tric manufacturers and their employ- 
ees profit, so, in proportion, do the 
shoemaker, shipbuilder, and wax 
maker fall on evil times. What has 
happened is merely a redistribution 
of the consumer’s dollar—no new 
purchasing power has been created. 

Of course, in economic theory, the 
additional leisure gained by the aver- 
age American through the use of elec- 
trical equipment is a new asset which 
has been created. But unfortunately 
it is precisely during periods of 
economic depression and great unem- 
ployment that increased leisure of the 
individual becomes difficult to exploit 
as a practical means of increasing his 
earning and consequently his purchas- 
ing power. 


S° when we speak of rate reduc- 
tion “saving” to the consumer, we 
must in truth confine ourselves to the 
saving of mother’s hands, or the sav- 
ing of father’s weary steps, or the 
saving of the health and disposition 
of the whole family. These things 
alone more than justify rate reduc- 
tions whenever they can possibly be 
made with due regard for other vital 
factors. But when we speak of a do- 
mestic rate reduction saving people 
money or creating new mass purchas- 
ing power, we are definitely on false 


ground. 

II THE price for food, clothing, 
* and other commodities has 

come down while utility rates con- 

tinue at “pre-war” levels. 


¥ 
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TWENTY YEAR TREND IN THE CosT OF LIVING AND OF ELECTRIC SERVICE 


PRINCIPAL ITEMS iN THE COST OF 
LIVING COMPARED WITH THE COST 
OF ELECTRICITY 


Sa @2aareeses 


numbers taken from Bureau 
Labor Statistics. 
trom $1 cities on food and 
on items 
of Labor 
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This fallacious argument is a 
favorite with the politician who seeks 
to climb into office on the strength of 
antiutility prejudice or at the expense 
of some state commission or other 
regulatory body that is thus put “on 
the spot” for failing the common 
people. It is particularly effective for 
this purpose because campaigners 
move around so quickly (rarely speak- 
ing to the same audience twice) that 
the denial can never quite catch up 
with the affirmance until after the 
candidate has become in fact the 
people’s choice. After he is elected 
he loses interest in what he once said 
about utility rates and so does most 
everybody else. 


ee the briefest and most 
crushing argument against this 
canard which simply will not stay 
buried is the cost of living figures put 
out by the United States Bureau of 
Labor Statistics, compared with the 
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average price of utility service during 
the period from 1913 to date. The 


graph accompanying Chart C. is an 
example of what the result shows. 
Only the price for electricity is cov- 


ered for simplicity’s sake. How- 
ever, a study of gas rates would also 
show a steady downward trend, par- 
ticularly during the last twenty 
months. 

Notice, particularly, that the trend 
in domestic electric price average has 
not only continued downward parallel- 
ing the downward trend of living 
costs during the period from 1920 to 
1933, but has continued downward 
during 1934, while the price of other 
commodities has begun to rise as the 
result of credit inflation, National Re- 
covery Administration policies, and 
other aspects of the New Deal calcu- 
lated to raise prices. 


S° we see that instead of the price 
of electricity staying up while the 
6 
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cost of living has come down, the cost 
of everything else has swung up 
again, while electric rates continue to 
fall. Just to demonstrate in more de- 
tail how prices of household com- 
modities have increased since the New 
Deal started its drive on electric rates, 
. here is a partial price list reported by 
the well-known liberal writer, John T. 
Flynn, in the New Republic: 
Before Oct. 16 
June, 1933 ~ 1934 

Sheets, 81 x 103 $1.14 

Terry towels 39 

Pinafores, women’s 37 

Smoked hams 

Wool blankets 

Shorts, men’s broadcloth .. 

Shoes, men’s 4.94 

Camel’s hair coats women’s 14: 

Pajamas, boy’s broadcloth .69 

Suits, men’s “Sackville” .. 29.50 

Shirts, men’s broadcloth..  .69 

Vests, women’s glovesilk . 1.24 

Middies, girls’ 84 

Stockings, girls’ silk 

The graph accompanying this ar- 
ticle, which is reproduced at page 
466, is, as we have said before, the 
clearest and briefest answer to the 


fallacy. 


_ the only way interested par- 
ties could ever be sure of 
squelching ambitious candidates or 
others who, deliberately or otherwise, 
repeat the false assertion that prices 
for utility services have not come 
down in proportion to the decrease in 
prices, would be to carry some such 
graph in their pockets. Then they 
are prepared to spring it on the falsi- 
fier at all times, preferably at public 
meeting places. If the speaker doesn’t 
eat his words and admit his errors, 
he has to put himself in the position 
of refusing to believe the figures of 
the United States Bureau of Labor 
Statistics. 


Ill WATERED stock of utility 
* companies results in higher 


rates to consumers. 


This is another one of those classic 
canards that seems to have more lives 
than the proverbial cat. The total 
amount of stocks, bonds, and other 
corporate securities which a utility 
issues is technically known as its 
“outstanding capital structure,” or 
as it is more commonly called—the 
capitalization. Capitalization, there- 
fore, is something quite different 
from original cost, even though in 
theory and very often in practice the 
two are fairly close together. It 
is also quite different from both 
“present fair value” and there is very 
often, in theory as well as practice, 
good reason why the respective totals 
should be far apart. 


iy a company—A—is formed, for 
example, to take over a system 
costing $10,000, there is little reason 
why A need be incorporated for much 
more than $10,000 in order to start 


business. In such a case $10,000 
would be original cost or investment, 
$11,000 or $12,000, or whatever the 
amount of outstanding securities of 
A, would be the capitalization. But 
if this happened in 1929 and the prop- 
erty were valued as of 1933, it could 
have dropped in value 30 per cent, 
leaving the present fair value $7,000. 
Time after time the Federal courts 
have held that present fair value must 
be the basis for fixing rates. True, 
in more recent cases the U. S. Su- 
preme Court has not disturbed rates 
originally fixed upon primary consid- 
erations of prudent investment cost, 
but this only because the resulting 
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Downward Trend of Electric Rates 


the trend in domestic electric price average has not only 

continued downward paralleling the downward trend of living. 

costs during the period from 1920 to 1933, but has CONTINUED 

downward during 1934, while the price of other commodities has 

begun to rise as the result of credit inflation, National Recovery 

Administration policies, and other aspects of the New Deal 
calculated to raise prices.” 





rates were not proven to produce earn- 
ings which would be confiscatory 
when based upon present fair value. 

Capitalization, on the other hand, 
has never been given any substantial 
weight as a rate base factor in a 
single important rate case before Fed- 
eral courts in the last fifteen years. 
Capitalization has been considered by 
a few state commissions, but only 
for comparative purposes and as a 
handy check-up figure for original 
cost investment data which has, it is 
true, been given substantial considera- 
tion in rate making, especially during 
recent months. 


= becomes apparent, therefore, that 
overcapitalization or the watering 
of stock could not affect the con- 


sumers’ rates in the least. Its only 
bearing would be upon the credit of 
the companies and, in some extreme 
cases, upon their ability to render 
adequate service. 


The Virginia commission has said, 
for instance, that it is of no interest 
to a state commission, as far as rate 
making is concerned, whether a util- 
ity’s stock is watered or whether the 
utility is overbonded, or whether all 
of the return deemed fair goes for in- 
terest, since the return is calculated 
solely upon the fair value of the com- 
pany’s property used and useful for 
the proper rendition of service.’ 

One could add to this dozens of 
citations to commission cases, court 
cases, state cases, Federal cases; new 
cases, old cases—all bearing out the 
point that utility rates are not fixed 
upon the utility’s capitalization—but 
what’s the use? People who talk 
about utility rates based on watered 
stock will go on the same as before. 
It’s something like the many myths: 
about George Washington—some 


1Re Roanoke Water Works Co. P.U.R. 


1920C, 745. 
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people just seem to prefer to be in er- 
ror. 


O F course, original cost figures 
which are often considered as a 
factor in rate making may possibly be 
padded. For example, a utility com- 
‘pany may have agreed way back in 
1910 or thereabouts to give $10,000 
for property worth only $7,000 at that 
time, but the state commissions have 
long since found out how to cope with 
such a situation—which is, incidental- 
ly, something quite different from a 
watered stock condition. The use of 
historical cost figures (by which prop- 
erty is valued as of the date of its 
construction or acquisition by ac- 
knowledged price lists in effect at that 
time) is one favored and effective 
way to check up on the original book 
entries. The use of present-day ap- 


praisals is probably the most effective 
check-up. 

Watered stock, it is true, may in- 
jure the operating utility investor but 
then you are talking about someone 
quite different from the utility con- 


sumer. Even so, the most extrava- 
gant claim concerning “write-ups” of 
the utility business, according to Wen- 
dell L. Willkie, president of the 
Commonwealth & Southern Corpora- 
tion, is that in 1929, such write-ups 
amounted to $1,000,000,000. The 
capital structures of utilities of this 
country equal about $14,000,000,000 
—in other words, it is claimed that 
there were write-ups or water in the 
utility business of about 7 per cent. 
Mr. Willkie thinks that is a lesser 
proportion of water than exists in any 
other major industry and that, accept- 
ing such figures as accurate, this 
water has been washed out several 


times in the market deflation of such 
securities since 1929. 


> 


I STATE commissions have no 

* control over payments by 
utilities under contract to holding com- 
panies for supplies or other services. 


Although this oft-repeated fallacy 
does not even qualify as a half-truth, 
under the prevailing state of the law, 
it did at one time have a color of 
truth by virtue of former U. S. Su- 
preme Court decisions which have 
since been modified by several clear- 
cut decisions on the subject. For 
this reason, this particular error is 
frequently repeated by otherwise sin- 
cere and well-informed citizens who 
are somewhat out of date on their 
regulatory law. 

It was on May 21, 1923, that the 
U. S. Supreme Court refused to go 
into the reasonableness of the terms 
of a contract whereby the South- 
western Bell—the operating Bell unit 
in Missouri—paid 44 per cent of its 
gross revenues to the American Tele- 
phone and Telegraph Company as 
rent for receivers, transmitters, 
licenses, and other services. 


M:* Justice McReynolds, deliver- 
ing this opinion of the court, 
stated in part: 


Four and one-half per cent is the ordi- 
nary charge paid voluntarily by local com- 
panies of the general system. There is 
nothing to indicate bad faith. So far as 
appears, plaintiff in error’s board of di- 
rectors has exercised a proper discretion 
about this matter requiring business judg- 
ment. It must never be forgotten that while 
the state may regulate with a view to en- 
forcing reasonable rates and charges, it is 
not the owner of the property of public 
utility companies and is not clothed with 
the general power of management incident 
to ownership. . . 


The commission is not the financial 
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manager of the corporation and it is not 
empowered to substitute its judgment for 
that of the directors of the corporation; nor 
can it ignore items charged by the utility 
as operating expenses unless there is an 
abuse of discretion in that regard by the 
corporate officers.? 


Compare this with the opinion 
handed down December 1, 1930, by 
Chief Justice Hughes, which said in 
part as follows: 


In view of the findings, both of the state 
commissions and of the court, we see no 
reason to doubt that valuable services were 
rendered by the American Company, but 
there should be specific findings by the 
statutory court with regard to the cost of 
these services to the American Company 
and the reasonable amount which should 
be allocated in this respect to the operat- 
ing expenses of the intrastate business of 
the Illinois Company in the years covered 
by the decree. 


ae on February 29, 1932, the 
U. S. Supreme Court upheld 
the right of the Kansas commission 
to regulate the reasonableness of 


charges by a holding company for 
services rendered under contract to an 
operating subsidiary utility. The 
opinion by Mr. Justice Roberts said 
in part as follows: 


The argument is made that the proofs 
demanded by the commission will involve 
an extensive and unnecessary valuation of 
the pipe-line company’s property and an 
analysis of its business, and that this 
burden should not be thrown upon appel- 
lant. Whether this is so we need not now 
decide. It is enough to say that in view 
of the relations of the parties and the pow- 
er implicit therein arbitrarily to fix and 
maintain costs as respects the distributing 
company which do not represent the true 


2Missouri ex rel. Southwestern Bell 
Teleph. Co. v. Public Service Commission, 
262 U. S. 276, P.U.R.1923C, 193. 

8Smith v. Illinois Bell Teleph. Co. 282 
U. S. 133, P-URIS31A, 1. 


value of the service rendered, the state au- 
thority is entitled to a fair showing of the 
reasonableness of such costs, although this 
may involve a presentation of evidence 
which would not be required in the case 
of parties dealing at arms’ length and in 
the general and open market, subject to 
the usual safeguards of bargaining and 
competition.* 
: other words, it now appears well 
settled according to the two recent 
cases above, as well as other opinions 
by the highest court, and other courts 
throughout the land, that a state com- 
mission has full and ample powers as 
far as the Federal Constitution is 
concerned to allow or disallow, ac- 
cording to its own judgment of rea- 
sonableness any payment whatever 
made by an operating utility under 
contract to a holding or other affiliat- 
ed company for any alleged service 
whatever. Whether, as a practical 
matter, state commissions experience 
too much difficulty in procuring evi- 
dence of this sort may be a valid 
argument for justifying the extension 
of Federal regulation over the utility 
holding companies. But in legal 
theory, at least, there is absolutely no 
basis for the claim that a state com- 
mission’s hands are tied at the state 
line in dealing with such intercorpor- 
ate relations. As far as Federal law 
is concerned, the state has all the right 
to protect consumers of subsidiary 
utilities that they could possibly re- 
quire to safeguard the reasonableness 
of their rates. 


4 Western Distribution Co. v. Kansas Pub. 


Service Commission, 285 U. S. 119, P.U.R. 
1932B, 236. 





REGULATION, to be constructive, must be practical; it must consider 
facts rather than blindly follow theory. The constructiveness of the 
regulation of telephone companies by the Federal Communications Com- 
mission will depend largely upon the degree of practicality with which 
the commission faces the problems of the industry. 


—TELEPHONY. 
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“There never was in the world two opinions alike.” 


Babson’s. 


Harvey C. CoucH 
President, Arkansas Light & 
Power Company. 


Henry I. Harriman 
President, Chamber of Commerce 
of the United States. 


BAINBRIDGE COoLBY 
Former Secretary of State. 


Rus# D. Hott 
U. S. Senator-elect from 
West Virginia. 


Henry Forp. 


Harotp L. Ickes 
Secretary of the Interior. 


Aurrep P. SLoaNn, Jr. 
President, General Motors Corp. 


E. W. Beatty 
Chairman, Canadian Pacific 
Railway. 


—MoNnTAIGNE 


“The person does not live who can predict accurately 
today what Congress will do.” 


> 


“The price of eggs will pay for the improvements 
and facilities in rural electrification.” 


* 


“I am convinced that business is prepared to accept 
the challenge of a somewhat changed order.” 


* 


“Tt makes a Democrat thoughtful to behold such a 
transformation of the United States of America.” 


* 


“Tt (U. S. Senate) struck me as being an ordinary 
legislative body, not greatly different from the West 
Virginia Legislature.” 


* 


“|, the depression would be aver for the whole 
country very soon, if American industrialists would take 
hold of their plants and run them with good, sound, 
American business sense.” 


¥ 


“So necessary is it that the people should currently 
have the important facts relating to their government 
that it might even be said that the broadcasting business 
is affected with a public interest.” 


* 


“Today the magic possibilities of industrial regimen- 
tation and the so-called planned economy no longer 
cast the spell of yesterday. That spell is broken. That 
is the most important thing that has happened. It is 
real progress.” 


* 


“The Canadian Pacific is not costing the government 
of Canada one cent, but is one of the largest contributors 
to the public exchequer. The National Railways since 
1923 have accumulated deficits of $644,000,000 and are 
still costing over $90,000,000 per year.” 
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How the Tax-free Utilities 
Hurt the Farmer 


Unrair discrimination against rural districts results, in the opinion of the 
author, from the exemption of municipal plants from the tax burdens im- 
posed on private companies. The question whether municipal utilities 
should be free from taxation is usually considered only from the standpoint 


of the citizens of the municipality concerned. 


The effect of the exemptions 


on outsiders is here discussed. 


By HERMAN TRACHSEL 
PROFESSOR OF GOVERNMENT, UNIVERSITY OF SOUTH DAKOTA 


s long as we continue to use 

A the general property tax as a 

means of raising revenue we 

are going to be faced with the prob- 
lem of tax exemptions. 

In allowing tax exemptions we have 
followed the general principle of ex- 
cusing from tax payments that prop- 
erty which belongs to organizations 
not operating for profit and property 
which is used in serving a public pur- 
pose. 

The municipally owned utilities fall 
in the latter group. 

There has been a tendency to add 
to the list of tax exempt property 
until now we have a very large 
amount of property in every state 
which is not on the tax rolls. There 
are no up-to-date figures available on 
tax exemptions for the various states, 
but in 1925 it was found that one 
fifth of the assessed value of all real 
property in the state of New York 
was tax exempt. When such a block 
of property is removed from the tax 
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rolls it simply means that the burden 
must fall heavier on the property that 
is taxed, This has usually meant a 
heavier burden for the farmer because 
his property has not been exempt. 
There has been considerable contro- 
versy on the question as to whether 
or not municipally owned utilities 
should pay taxes, and the question is 
again coming prominently to the fore. 
The private companies claim that if 
the publicly owned utilities paid taxes 
their low rates and profits would dis- 


appear. 


N the other hand, the friends of 

public ownership point out that 
the tax as paid by the private compa- 
nies will average less than one fourth 
of a cent per kilowatt hour and that 
this does not account for the dif- 
ference in rates. Furthermore, the 
publicly owned plants render various 
kinds of services to the cities without 
charge, or at a very low charge. This 
free and partially paid-for service will, 
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HOW THE TAX-FREE UTILITIES HURT THE FARMER 


in many cases, far exceed the amount 
of taxes paid by a similar plant pri- 
vately owned. In still other cities all 
the expenses of running the city are 
paid by the excess earnings of the 
municipally owned utilities. 

In considering the question as to 
whether or not a public utility should 
be taxed it is necessary to locate the 
incidence of the tax. 

Upon whom does the tax fall? 

The fact should be borne in mind 
that the utility itself really pays no 
tax; it merely pays the taxes which are 
assessed by the government and then 
includes the taxes in its operating ex- 
penses. These it collects from the 
consumers in the form of higher rates. 
Consequently it is the consumer who 
pays the tax. If the publicly owned 
plant is taxed it is the consumer of 
the services who pays the tax. He is 
then put in the same position in this 
respect as is the consumer who is 
served by a privately owned company. 
This fact cannot be emphasized too 
strongly for a great many people do 
not seem to understand the fact that 
the consumer is the ultimate payer of 
this tax. 


A DISTINCTION should be made be- 
tween the governmental func- 
tions and the corporate or business 
function of a city. Such functions 
as health, police, and fire protection 
are clearly in the governmental class 
of functions. Property which is used 
in carrying on these functions as well 
as any other property used exclusively 
for governmental purposes should not 
be taxed. 

But when the city engages in a cor- 
porate or business function such as 
furnishing gas, electricity, or water to 


the inhabitants of the city it is acting 
in its corporate and not its govern- 
mental capacity. As such it is per- 
forming a business and not a govern- 
mental function. Consequently it 
should be governed by the same rules 
that control a private individual or 
business corporation under similar 
circumstances. If these services were 
not furnished by the city they would 
be supplied by private corporations 
for a profit the same as any other 
business enterprise. For these reasons 
the municipally owned utilities should 
be taxed the same as though they 
were privately owned. 


. appears to be only reasonable and 
just for public utility property, 
both publicly and privately owned, to 
be taxed the same as other property, 
and the tax collected as a cost of the 
service from the consumer. Such a 
policy requires the consumer to do 
nothing more than pay the entire cost 
of the service rendered to him. The 
general principle that should be fol- 
lowed is that all property of the city 
which is used for corporate as dis- 
tinguished from governmental pur- 
poses should pay its fair share towards 
meeting the cost of government. 

It has been the general practice in 
this country to tax only those utilities 
that are privately owned. Municipally 
owned utilities have very seldom paid’ 
taxes, but there now seems to be some 
signs of change in this practice. 
When the municipally owned utilities 
do not pay taxes it means that the con- 
sumers living in those cities are not 
paying their fair share of the state 
and county taxes. This deficit will 
have to be made up by the other tax- 
payers of the state and of the county. 
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The consumers who live in cities 
served by the private companies are 
made to pay a tax which should be 
paid by consumers living in cities 
served by municipally owned utilities. 
The farmers of the state and county 
also must share in the payment of 
this tax which the municipal utility 
should pay. 


a are thirty-eight municipal- 
ities in South Dakota that own 
their electric systems. More than 
half of these own both the generating 
and distribution systems. The others 
own only the distribution system and 
purchase current wholesale. A very 
large number of the municipalities of 
South Dakota own their waterworks 
systems. The combined value of these 
municipally owned utilities amounts 
to several million dollars. This prop- 
erty has not been taxed in this state 
until very recently and in many states 
it is still not on the tax list. This 
means that other taxable property 
must be made to pay the tax that 
should be borne by the users of the 
services of these utilities. Since South 
Dakota is very largely a rural state 
it means that the farmers throughout 
the state must pay a considerable sum 
to make up the deficit caused by taking 
such a huge sum off the tax rolls. 
Perhaps a better idea of how this 
affects the farmer can be given by a 


e 


concrete example. In 1932 the as- 
sessed value of the property of Clay 
county, South Dakota, was $20,681,- 
219. The value of the property with- 
in the limits of the city of Vermilion 
was $2,752,344 or 13.3 per cent of 
the total value of the property in the 
entire county. That year the tax levy 
was 2.4 mills for county purposes and 
4 mills for state purposes or a total 
of 6.4 mills for both state and county. 
Thus the county taxes amounted to 
$49,634.93 and the state taxes from 
this county amounted to $82,724.88 
or a total of $132,359.81. 


oe is the county seat of 
Clay county and both the electric 
and waterworks systems are munic- 
ipally owned. The estimated taxable 
value of these two systems was $300,- 
000. Since the combined state and 
county tax levy was 6.4 mills the 
amount of state and county tax that 
should have been paid by this property 
was $1,920. Because of the fact that 
both of these plants were tax exempt 
the other taxable property in the 
county had to pay this $1,920. 

In order to ascertain just how much 
of this $1,920 the farmers had to pay 
it is necessary to subtract the amount 
paid by the property within the city 
limits of Vermilion. The value of 
the property in Vermilion was 13.3 
per cent of the total value of the 


taxes, but there now seems to be some signs of change in 


q “MUNICIPALLY owned utilities have very seldom paid 


this practice. 


When the munictpally owned utilities do not 


pay taxes it means that the consumers living in those cities 
are not paying their fair share of the state and county taxes. 
This deficit will have to be made up by the other taxpayers 
of the state and of the county.” 
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HOW THE TAX-FREE UTILITIES HURT THE FARMER 


property of the county. Consequent- 
ly 13.3 per cent of $1,920 or $255.36 
was paid by the city, the remainder or 
$1,664.64 had to be paid by the 
farmers of the county. This situa- 
tion is duplicated all over the country 
where the municipally owned utilities 
are not taxed. It seems that this 
additional tax burden should not be 
placed on the farmer. In most sec- 
tions of the country he is having a 
mighty hard time to make a living 
from the soil as it is. The prices 
for what he raises have been low and 
his taxes high. 


5 eens are quite a number of mu- 
nicipalities in the United States 
that claim to be “tax-free” towns; 
that is, the expense of running their 
governments is paid by the consumers 
of the utility services. Although this 
does reduce the tax burden on real 


property in the city it throws it on 
the consumer. 

The property in the city may be 
relieved by having the costs of mu- 
nicipal government paid from the 
earnings of the utility, but this still 
leaves the farmers in the same unfair 


position. It is sometimes argued that 
the utility is paying a very heavy tax 
in a tax-free city, and, so it is, but 


it is not paying any of its share of the ; 


state and county tax and this addi- 
tional burden falls on the farmers. 
Recently there have been important 
developments toward taxing electrical 
utilities which are municipally owned. 
Under the Revenue Act of 1932 the 
Federal government imposed a 3 per 
cent excise tax on all electrical cur- 
rent sold. This tax was to be paid 
by the consumer. The act applied to 
all municipally owned as well as pri- 


vately owned plants. This law, how- 
ever, was changed by legislation in 
1933 which provided that the 3 per 
cent Federal electrical energy charge 
should not apply to municipal plants 
after September 1, 1933. Municipal 
purchases of electrical current are also 
exempt. 


4 he law further provided that the 
privately owned utilities must 
absorb the tax and not add it to the 
consumer’s bill. During the time this 
tax was in effect the cities owning 
electrical systems followed different 
methods of paying it. Nine cities in 
South Dakota assumed the burden of 
the tax, which meant that the rates 
to the consumer were lowered by that 
amount. Such a policy, of course, 
resulted in a decrease in the revenue 
due the plant. Thirteen of the cities 
placed the tax on the consumer as it 


was intended to be. 


In 1933 the legislature of South 
Dakota passed a gross income tax law. 
The tax became effective July 1, 1933, 
and is to continue until June 30, 1935. 
All municipally owned electrical utili- 
ties in South Dakota are now subject 
to the gross income tax. For pur- 
poses of convenience the division of 
taxation has classified electrical utili- 
ties as manufacturing utilities, whole- 
sale utilities, retail utilities, and ulti- 
mate consumers. The manufacturing, 
wholesaling, and retailing utilities are 
taxed on each transaction at the rate 
of one fourth of one per cent of the 
gross income. All sales to the ulti- 
mate consumer are taxed at one per 
cent of the gross income. Conse- 
quently all municipally owned plants 
are charged at the rate of one per 
cent on their gross income from the 
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Municipal Plants Should Be Taxed 
oo the utilities are munic- 


ipally owned or privately owned 


they should pay taxes the same as other 
property, and should receive compensation 
for all services rendered to the municipal- 
ity. Inno other way can the utility show 
the public just what it is doing. Further- 
more, this policy will lift from the farmer 
a tax burden which should in all fairness 
be paid by the consumers of the utility 
services.” 





sales of current to the ultimate con- 
sumer. 


HE supreme court of South Da- 

kota has decided? that the state 
cannot impose the gross income tax 
in such fashion as to amount to a 
burden on interstate commerce. Ac- 
cording to this ruling it appears that 
a generating company located in a 
neighboring state, but transmitting 
electrical current to South Dakota for 
wholesaling or retailing, is not subject 
to a tax on the sales of current until 
the current reaches the ultimate con- 
sumer; that is, there would be no tax 
on the current as it passes from the 
producing company to the city which 
is buying it wholesale from the high 
line. But when the current enters the 
local distribution system of the city it 
is no longer classed as interstate com- 
merce. 

Although the gross income tax rep- 
resents a rather small tax on the mu- 
nicipally owned utilities it is a recog- 
nization of the principle that these 


4 He ex rel. Botkin et al. v. Welsh (1933) 
— S. —, 251 N. W. 189. 


corporate activities of the city should 
be treated in the same manner as § 
though they were being operated by 
private corporations. In this respect 
South Dakota is among those states 
which are leading in the movement to 
get the property of municipally owned 
utilities on the tax rolls. 


I* 1933 the legislature of the state 
of Indiana passed a law providing 
for the taxation of municipally owned 
utilities. The statute provides for the 
assessment of municipally owned util- 
ity property which is used for com- 
mercial purposes. The state board of 
tax commissioners has recently com- 
pleted assessment of the property of 
public utilities municipally owned and 
devoted exclusively to commercial 
purposes and the aggregate of such 
property in the state of Indiana is 
approximately $29,000,000. This is 
a considerable block of property to 
have placed on the tax rolls, and it 
will relieve the farmers of the state 
of a considerable burden. 

The Tennessee Valley Authority 
has also recognized the justness of 
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HOW THE TAX-FREE UTILITIES HURT THE FARMER 


taxing the municipally owned utilities. 
The rules and regulations prescribed 
by the Tennessee Valley Authority re- 
quire as a part of every contract for 
the sale of electricity that the munic- 
ipalities shall pay into the public treas- 
ury an amount equal to what the pri- 


vate utility would be required to pay 


in taxes. 


iy conclusion it may be said that the 
steps taken by South Dakota, In- 
diana, and the Tennessee Valley Au- 
thority are in the right direction. It 
is reasonable to expect other jurisdic- 
tions to follow in their footsteps. 


Such a procedure is asking the munic- 
ipally owned utilities to do nothing 
more than stand squarely on their 
own feet as business enterprises. 

Whether the utilities are municipal- 
ly owned or privately owned they 
should pay taxes the same as other 
property, and should receive compen- 
sation for all services rendered to the 
municipality. In no other way can 
the utility show the public just what 
it is doing. Furthermore, this policy 
will lift from the farmer a tax burden 
which should in all fairness be paid 
by the consumers of the utility serv- 
ices. 





Believe It or Not, But— 


Moscow is the sixth city in Europe to build a subway system. 


" 


on 


Stxty thousand articles require gas heat at some stage of their 


manufacture. 
* 


~ 


In 1934 while transit revenues were increasing 5.3 per cent the in- 


dustry’s taxes increased 8 per cent. 


x 


a” 


Taxes collected annually to support all forms of government in the 
United States now total $9.5 billions, equal to one fifth the national 


income. 
— 


* 


At the present time only 710,299 of the farms in the United States 
are electrified, which is 11.3 per cent, leaving 88.7 per cent unelectrified. 
Forty-three million people are now living on unelectrified farms, 


* 


s 


Wir such luxuries as radios installed in 17,950,000 homes and 23,- 
720,000 automobiles registered, it is surprising to learn that home 
telephones, long regarded as the “most necessary convenience,” total 


only 11,250,000. 
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Financial News and Comment 


By OWEN ELY 


Utilities Lead Billion-dollar 
Refunding Program 


[ now appears probable that new 
security issues this year may run 
well beyond the billion mark, judging 
from recent activities. Not since the 
early days of the century (following 
the prolonged depression of the nine- 
ties) has there been such a glut of in- 
vestment funds in relation to high-grade 
bonds; the bond market now seems to 
be enjoying that touch of “inflation” 
which stocks enjoyed only momentarily 
in 1933. Despite depressing effects of 
administration policies on utility equi- 
ties, senior bonds of operating compa- 
nies have followed the lead of other 
high-grade issues to almost record- 
breaking price levels. 

Following the Supreme Court gold 
decision and partial lightening of cer- 
tain burdensome requirements of the 
Securities Act, the program of corpo- 
ration refunding has now gone into high 
gear. In the week ended March 30th 
$148,215,000 in new bond offerings 
were placed on the market, the largest 
for any week in nearly four years. Of 
the corporation bonds (practically all 
of which were for refunding purposes), 
the largest issue being the $45,000,000 
Pacific Gas & Electric 4s due in 1964 
at par, which were reported quickly 
oversubscribed. They were offered by 
a syndicate composed of Lazard Freres 
& Co., Brown Harriman & Co., Blythe 
& Co., Edward B. Smith & Co., The 
First Boston Corp., Bonbright & Co., 
H. M. Byllesby & Co., Dean Witter & 
Co., nad E. H. Rollins & Sons. The 


underwriters’ commission amounted to 
3 per cent. The proceeds are to be 
used to redeem an approximately equal 
amount of Series C 54 per cent first and 
refunding bonds due in 1952, effecting 
a considerable saving in interest. 


T was announced March 3lst that the 
Southern California Edison Co. had § 
registered an issue of $73,000,000 25- 
year 33 per cent refunding bonds with 
the SEC, this being the largest issue yet 
to be filed under the Securities Act. 
Many other utility companies seem like- 
ly to carry out similar refunding pro- 
grams, exchanging 5-6 per cent coupons 
for 334 per cent rates. The saving in 
interest is of course not proportionate to 
the reduction in the coupon rate, since 
the premium required to redeem the old 
bonds, the amount paid to underwriters, 
the cost of registering with the SEC, 
together with incidental expenses, must 
be taken into account. Nevertheless 
many utility operating companies (and 
in a few cases holding companies) may 
be able to effect fair-sized savings, 
which may partially offset some cur- 
rently unfavorable earnings factors. 

According to an estimate in the New 
York Evening Sun some $700,000,000 
bonds of American Telephone and Tele- 
graph Co. and its subsidiaries could per- 
haps be refunded profitably under pres- 
ent market conditions. 

Scanning the list of utility bonds 
which are selling above their call prices, 
refunding operations in 1935 would ap- 
pear possible for the following of the 
more important companies (assuming 
that market conditions remain as favor- 
able as at present) : 
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Consolidated Gas Co. of New York and 
subsidiaries 

Cleveland Electric Illuminating Corp. 

Dayton Power & Light Co. 

Consumers Power Co. of Michigan 

Philadelphia Electric Power Co. 

Narragansett Electric Co. 

Toledo Edison Co. 

Detroit Edison Co. 

Commonwealth Edison Co. 

Mississippi River Power Co. 

Union Electric Light & Power (Mo.) 

Virginia Electric & Power Co. 

Connecticut River Power Co. 

Pennsylvania-Ohio Power & Light Co. 

Northern States Power Co. 

Buffalo General Electric Co. 

Los Angeles Gas & Electric Co. 

West Penn Power Co. 

Rochester Railway & Light Co. 

Boston Consolidated Gas Co. 

Central Hudson Gas & Electric Co. 

Consolidated Gas, Electric Light & Power 
Co. of Baltimore 

Dallas Power & Light Co. 

Rochester Gas & Electric Co. 

Great Western Power Co. 

Niagara Falls Power Co. 

Hackensack Water Co. 

Brooklyn Union Gas Co. 


* 
Utility Reorganizations and 


Bank Loans 


Hus far, outside the difficulties of 

the Insull, Clarke, and Hopson 
holding companies and necessary reor- 
ganization of some smaller systems, the 
utility industry may be said to have 
made a rather creditable financial show- 
ing during the depression. The Bylles- 
by system (Standard Gas & Electric) 
has recently issued a plan to extend its 
$24,690,500 notes due October Ist next 
for five years. A public offering of 
$7,000,000 bonds of Wisconsin Public 
Service Corporation, a subsidiary, is ex- 
pected to provide funds to completely 
wipe out all bank debts of this system; 
there are no other sizable maturities 
for several years and none of the parent 
company’s assets will be pledged under 
loans if these plans mature. 

According to a report of the New 
York Times, total bank loans of 31 
public utility holding and operating 
companies at the end of 1934 amounted 
to about $124.000,000, having been re- 
duced about 23 per cent during the year. 
They are now only about one fourth as 


great as at the end of 1930. The re- 
maining bank debt appears to be well 
distributed, only four companies having 
loans in excess of $10,000,000. Since 
January 1, 1935, loans are said to 
have been further reduced by over 
$10,000,000. Considering the fact that 
the utilities continued to push their ex- 
pansion program at the request of the 
Hoover administration during the early 
years of the depression, this record is 
of interest. 

Considered as a whole, the utility in- 
dustry appears to be in stronger finan- 
cial position today than the railroad in- 
dustry, which seems to face a series of 
receiverships unless operating costs can 
be lowered or traffic regained. 


* 


Utility Expansion and Un- 
employment 


A has been frequently pointed out a 
great part of our unemployment 
remains due to inactivity in the building 
industry. It is not perhaps generally 
realized, however, that corporation pol- 
icy with respect to the planning of addi- 
tions and improvements is a vital factor 
in our total construction budget. Ac- 
cording to F. W. Dodge figures for 
37 states, the value of residential con- 
tracts awarded in 1929 was about 33 
per cent of the total for all construc- 
tion, and public works and utilities were 
the second largest group, amounting to 
over 25 per cent. In 1931, at the re- 
quest of President Hoover, the utilities 
spent nearly a billion dollars on improv- 
ing their properties to help arrest the 
depression. In 1934 the budget for the 
industry had dropped to only about 
$100,000,000 and due largely to doubts 
arising from Federal policies the indus- 
try has apparently as yet planned very 
little in the way of appropriations for 
1935. In the decade 1922-32 the aver- 
age annual expenditure was about three 
quarters of a billion, and it seems safe 
to estimate that with present record out- 
put at least half a billion might be spent 
in the current year except for retarding 
effects of Federal policies. 
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As a partial offset to this the Federal 
government has undertaken its own pro- 
gram for the construction of great dams 
and hydroelectric plants, together with 
PWA loans to municipalities for con- 
struction of local plants. The latter 
program has been handicapped by re- 
cent court decisions, and the total of 
government dam construction seems un- 
likely to amount to more than $100,- 
000,000 to $200,000,000 in the current 
year, since the total estimated cost of 
eight leading projects, some of which 
are already largely completed, is report- 
ed at under $400,000,000 and much of 
the work may be spread over several 
years. This program might be some- 
what increased, of course, by the use 
of some of the $4,800,000,000 Relief 
Bill funds, although such expenditures 
would perhaps only affect the latter half 
of this year. 

According to an estimate quoted in 
the New York Herald-Tribune, the 
present power policy of the administra- 
tion is depriving employment to over 
half a million workers in the construc- 
tion department of the light and power 
industry. 

* 


Utility Bonds As “Legals” 


M*33 hundreds of utility bonds are 
entitled to rank as legal invest- 
ments for savings banks in one or more 
of the states of California, Connecticut, 
Maine, Massachusetts, New Hampshire, 
New York, and New Jersey. The main 
requirement for legality is earning pow- 
er in relation to fixed charges. As a 
result of the passage of state laws with- 
in the last decade the supply of legal 
investments (formerly largely limited 
to government, municipal, and high- 
grade railroad bonds) has thus been 
considerably diversified. - Should earn- 
ings of operating utility companies now 
be greatly reduced by unreasonably 
drastic rate cuts, Federal power compe- 
tition, and the regulatory burdens pro- 
posed in the Rayburn Bill, many of 
these bonds will doubtless have to be 
dropped from the list of “legal” bonds. 
With many railroad bonds also affected 


by the bad earnings condition of that 
industry, this would again tend unduly 
to restrict the bond portfolios of sav- 
ings banks and other institutions, and 
reduce the earnings available to pay in- 
terest on deposits, since yields on high- 
est-grade issues are being forced to a 
level around 2-34 per cent, with shorter 
issues at still lower levels in many cases. 
The cutting off of this wide market for 
many utility bonds now in the legal 
class would naturally have an adverse 
effect marketwise on such bonds, as 
compared with issues remaining in the 
legal class, and thus penalize the institu- 
tions now holding them. 


> 
“Pyramiding” and “Leverage” 


NE of the principal criticisms of 

the utility industry is the degree 
of “pyramiding” or “leverage” in the 
capital structure, due principally to issu- 
ance of bonds and preferred stocks 
either by the parent or subsidiary com- 
panies. This factor, however, charac- 
terizes almost all corporations in vary- 
ing degrees. 

It is difficult to get any very accurate 
“yardstick” for comparing the degree 
of leverage for utility companies as 
compared with railroads and indus- 
trials. According to combined group 
balance sheet figures as of December 31, 
1933, compiled by Standard Statistics, 
each dollar of common stock equity (in- 
cluding surplus) for five telephone com- 
panies controlled (on the average) about 
$1.79 in assets; for ten electric and gas 
operating companies the corresponding 
average was $2.53; for fifteen utility 
holding companies $4.35; for thirty 
railroads $2.22; and for five hundred 
and thirty-five industrial companies 
$1.35. However, such leverage figures 
may reflect any one or several such 
factors as control of subsidiary compa- 
nies, a general policy of issuing senior 
securities because of stable earnings, the 
degree of current indebtedness, and the 
extent to which a common stock surplus 
has been built up (the latter figure tend- 
ing to reduce the net result). In this 
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particular compilation it is impossible to 
obtain the ratio of the assigned value of 
common stock alone (without including 
surplus) to total assets, although such 
a comparison would in general be a 
more accurate measure of leverage. On 
the other hand, to take only the as- 
signed value of the common stock in 
- relation to total assets is somewhat mis- 
leading in some cases because of the 
low value (sometimes only $1 per 
share) assigned to the common stock. 
However, it may be of interest to make 
some comparisons on the latter basis, 
for selected industrial, rail, and utility 
companies : 
NUMBER OF 
Dotiars ASSETS 
CONTROLLED BY $1 
Common Stock 
Industrials 
U. S. Steel 
National Dairy 
International Paper 
Kennecott Copper 
Firestone Tire & Rubber 
U. S. Distributing 
American Hide & Leather 
McKesson & Robbins 
International Agricultural Chemical 
Remington Rand 
Virginia-Carolina Chemical 
Aluminum Co. of America 
Childs Co. 
Associated Dry Goods 
Goodyear Tire & Rubber 
Railroads 
Southern Pacific 
New York Central 
New York, New Haven & Hartford 
Southern Railway 
Chicago, Milwaukee, St. Paul & 
Pacific 
Utility Operating Companies 
Detroit Edison 
Consolidated Gas of N. Y. ....... 
Consolidated Gas of Baltimore . 
Southern California Edison 
Pacific Gas & Electric 
Utility Holding Companies 
American Tel. & Tel. ........... 
American Gas & Electric 
United Gas Improvement 
Public Service of New Jersey .... 
Niagara Hudson Power 
Commonwealth & Southern 
North American Co. ............ 
American Water Works 


While the above figures may not be 
conclusive, they nevertheless serve to il- 
lustrate the fact that “pyramiding” is 


a general condition of the modern cor- 
porate system and is by no means a 
special characteristic of utilities only. 


v 
“Trust Busting” 


cTIviTiEs of the present administra- 
tion against utility holding com- 
panies may be likened in some quarters 
to the “trust busting” activities of an 
earlier Roosevelt régime. But does the 
parallel hold good? Two of the most 
important trusts which were forced to 
give up their early status as holding 
companies, Standard Oil Co. of New 
Jersey and American Tobacco Co., had 
acquired practical control over their re- 
spective industries—whereas no single 
utility holding company with the pos- 
sible exception of A. T. & T. may be 
said to control an entire branch of the 
utility industry. Also dissolution of 
these two historical trusts was relative- 
ly simple—stockholders were merely 
handed fractional interests in stocks of 
subsidiaries. It was unnecessary to re- 
tire bonds or preferred stock, as would 
be the case with most utility holding 
companies today, and no drastic or de- 
flationary liquidation was required in 
order to satisfy senior security holders. 
On the contrary, if memory serves 
aright, stockholders in the end benefited 
quite handsomely by the distribution so 
far as total market values were con- 
cerned. 
President 


Fogarty of the North 
American Co., in his testimony before 
the House Committee, estimated that 
his stockholders alone would lose $133,- 
000,000 if the Rayburn Bill became ef- 


fective. 


* 


Record Output vs. Declining 
Earnings 


| yee of electricity in the Unit- 
ed States in the week ended March 
23rd_ totaled 1,724,763,000 kilowatt 
hours, an increase of 4 per cent over the 
same week last year and an all-time 
record high for that period. The Rocky 
Mountain section made the best terri- 
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torial showing with a gain of 17.3 per 
cent. 

Meanwhile higher labor costs and 
taxes, together with reduced rates, have 
greatly reduced net earnings of many 
companies during the past year. 
Columbia Gas & Electric System’s gross 
revenues, for example, in 1934 exceed- 
ed 1933 by about $3,000,000 (despite 
some drastic rate cuts), but expenses in- 
creased more than $5,000,000 and the 
balance available for common stock- 
holders was cut in half. Detroit Edi- 
son in the twelve months ended Feb- 
ruary 28th earned $4.28 per share 
against $5.16 the year before. Engi- 
neers Public Service Co.’s net income 
in the year ended January 3lst declined 
nearly 19 per cent. Consolidated Gas 
Co. of New York and its affiliated com- 
panies showed a decline in the balance 
available for the common stock of 34 
per cent in the calendar year 1934 de- 
spite a gain of about 2 per cent in gross. 

In the absence of monthly or quarter- 
ly results for the majority of systems 
(issuing twelve months’ cumulative fig- 
ures being the usual practice), it is diffi- 
cult to determine whether the majority 
of companies have yet reached a turn- 
ing point in net earnings. Because of 
the fact that many rate cuts probably 
were not effective until late in 1934 and 
that many additional rate adjustments 
are still pending before commissions or 
courts, it seems doubtful whether the 
industry has yet reached a turning 
point, despite encouraging expansion of 
residential sales. 


* 


Utility Stocks near 
Depression Lows 


fp effects of rate reductions, in- 
creased taxes, the Federal “yard- 
stick” experiments, and proposed dras- 
tic holding company legislation, are re- 
flected in the current prices of utility 
stocks, both operating and holding com- 
pany. While utility stocks have shown 
a firmer trend recently due to hopes that 
the Rayburn Bill might be modified or 
dropped, the Dow Jones average of 20 


utilities is still close to the record low 
point. Following are the approximate 
1929-1935 ranges and April 2nd clos- 
ings for the three Dow Jones stock 
averages (decimals omitted) : 


Hich Low Aprir2 
30 Industrials 41 101 
20 Railroads 134 29 
20 Utilities 145 144 163 


Utility Holding Companies 
Reveal Interesting Data 


N connection with the Wheeler-Ray- 

burn Bill and the general discussion 
of the functions of holding companies, 
several large concerns have recently is- 
sued carefully compiled exhibits, in the 
nature of autobiographies, outlining 
their history, development, and policies. 
One of the most comprehensive is the 
89-page document issued by Common- 
wealth & Southern Corporation, replete 
with maps, charts, tables, and exhibits. 
The corporate history is presented in 
detail, balance-sheet changes in capital 
and surplus accounts are recited, the 
elimination of sub-holding companies 
and other unification efforts described, 
and the relations with operating sub- 
sidiaries revealed. Operation of the 
Commonwealth & Southern “objective 
rate plan” (which resembles the Hart- 
ford rather than the Washington plan 
for automatic rate cuts) is described. 
Points of interest are the statements 
that (1) present market value of the 
parent company’s common stock and 
options is only about two thirds of the 
actual cash paid in for less than 11 per 
cent of the total outstanding; (2) the 
average residential rate has been reduced 
nearly one quarter in the past four 
years; (3) from 1913 to 1930 Alabama 
Power Company acquired electric plants 
in 89 cities and towns in Alabama (33 
being municipal), reducing rates in each 
case ; the present rate for domestic con- 
sumers, less than 4 cents per kilowatt 
hour, compares with original rates in 
many cases of 18 to 20 cents. 

United Gas Improvement Company 
has also issued an interesting story on 
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“The Oldest Public Utility Holding 
Company in U. S. A.” The company’s 
history, covering nearly fifty-three 
years, included the period of the strug- 
gle between gas and electric as illumi- 
nants, U. G. I. acquired U. S. rights to 
the Welsbach light and produced some 
648,000,000 gas mantles before gas was 
eventually displaced by electricity. The 
company’s important research work, its 
continuous reduction of rates, and ef- 
forts to simplify corporate structure, are 
described. Within the last five years 
over 50 companies have been eliminated 
and it is contemplated that 10 more will 
be ended in the near future. “Mention 
has been made of the great difficulty of 
eliminating some of the subholding 
companies, on account of outstanding 
guaranties of securities or other legal 
obstacles. None of these subholding 
companies has been organized by U. G. 
I. for the purpose of giving more ve- 
hicles for obtaining capital without loss 
of control by dilution of voting power. 
They are, on the contrary, the result 
of U. G. I.’s constructive work in bring- 
ing properties together in geographical 
areas.” 
* 


The Rayburn Bill vs. 
“Anthony Adverse” 


HE following is quoted from a 
Wall Street Journal editorial : 


Representative Bulwinkle of North Caro- 
lina thinks that protests against the Ray- 
burn holding company bill which are reach- 
ing Congressmen from their home baili- 
wicks come from persons who, not having 
read the bill, misunderstand it. 

It may well be that the 178 printed pages 
of the Rayburn Bill have not yet been as 
widely read as “Anthony Adverse,” but 
they should be. Anyone who owns a share 
of any utility stock, or indeed any item of 
property, will find excitement enough in 
certain of its provisions. For example, an 
impatient reader with a taste for gore might 
plunge in on page 37 of the House print. 

There he will find the Securities and Ex- 
change Commission empowered after Janu- 
ary 1, 1938, to require any holding company 
to reorganize or dissolve. It may apply to 
a court to enforce its order, whereupon the 
court shall take possession of the company’s 
assets and it shall be the duty of the court 


to constitute and appoint the commission 
as sole trustee to administer the assets so 
possessed for the benefit of persons interest- 
ed. The commission as trustee may, with 
the approval of the court, dispose of the 
assets in accordance with a reorganization 
plan drawn up by itself or by others, or sell 
them. The commission may haul a holding 
company into bankruptcy court, in which 
case the court shall appoint the commission 
sole trustee or receiver, whether or not one 
has theretofore been appointed. . . . 

Representative Bulwinkle may be perfect- 
ly right in surmising that some or many 
of those who object to the bill have not 
read it. But a more pertinent question 
concerns the number of members of Con- 
gress who have read and digested its weird- 
ly interwoven provisions, or may be depend- 
ed upon to do so before they vote for it. 


» 
“Unscrambling the Eggs” 


‘TS reputed remark many years ago 
of J. P. Morgan, the elder, regard- 
ing the difficulty of “unscrambling the 
eggs” seems particularly applicable to 
the present efforts in Congress to de- 
stroy all utility holding companies or 
convert them into simple operating or- 
ganizations. President Tidd of Ameri- 
can Gas & Electric Co. told stockholders 
at the annual meeting that the company 
owned about 47 per cent of all securi- 
ties of its operating subsidiaries, includ- 
ing a large proportion of bonds and pre- 
ferred stocks, as well as all the common 
shares, but that the company had been 
unable to convert itself into an operat- 
ing company because this was legally 
impossible. 

Practically all railroads are holding 
companies, and many have large invest- 
ments in companies other than affiliates. 
The extent to which most large indus- 
trial corporations are holding compa- 
nies is perhaps not generally realized 
because they are not subject to regula- 
tion in the same degree as the railroads 
and utilities. For example, U. S. Steel 
controls about 200 other companies. 

The Federal government itself has re- 
sorted freely to the holding company 
device, as illustrated by TVA, PWA, 
and other government corporations. 

To fully “unscramble the eggs” 
would seem a difficult job. 
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Highlights of the Hearings on 
the Holding Company Bill 


Excerpts from testimony of government and private wit- 
nesses before the Committee on Interstate and Foreign 
Commerce of the United States House of Representatives. 


On the Elimination of Holding Companies 


oF AM not advocating the extending of this 
bill to all companies; but it is hard for 
me to understand why holding companies, if 
bad in the operation of public utilities, why 
they are not in the investment field and why 
they are not with the railroads; why there 
are so many things today in our country that 
are being operated by holding companies. 
Now, is it the principle of these holding com- 
panies that is wrong? If it is, it ought to ap- 
ply, it seems to me, to all railroad industries 
and business controlled by holding companies.” 

—Joun G. Cooper, 
U. S. Representative 

from Ohio. 


aid | THINK that if you set up machinery for 
supervising the carrying out a policy, 
if you should adopt a policy of local and 
regional organization of this industry and that 
if you should see fit to write into the bill two 
tax provisions, that I suggested the other day, 
one to tax these intermediate companies, and 
the other to exempt all securities in companies 
from all kinds of taxes in so far as the taxes 
would be incidental and result from exchange 
of securities or the issuing of securities neces- 
sary to carry out your policy and to conform 
to it, I think that within a short time—I do 
not know how long—but I do not think it 
would take long. Inter-regional holding com- 
panies that are engaging your attention are of 
recent growth.” 
—CoMMISSIONER WALTER M. W. SpLawn, 
Interstate Commerce Commission. 


¢¢ ¥ woutp be the first to admit many cases 

of flagrant misuse of the holding com- 
pany set-up, and the need for proper regula- 
tory control, but having been on the inside for 


many years I believe my conclusions as to the 
results of this bill are entitled to careful con- 
sideration. I can state with positiveness that 
its passage will result in: 

“1. For those investors who already have 
lost heavily in the holding company equities 
acquired either by purchase or exchange of 
operating company stocks the result will be 
the loss of what little they have left. 

“2. For investors in bonds of operating 
companies such as trusts and insurance com- 
panies a heavy loss through the forced liquida- 
tion of holding company portfolios. 

“3. For the customer,—no gain not readily 
obtainable through reasonable regulation, and 
a material slowing up in the lowering of costs 
and improvement and extension of service 
which have been so very marked during the 
past fifteen years.” 

—SAMUEL FERGUSON, 
President, Hartford Electric 
Light Company. 


eal Be problem of municipal ownership, 
the great problem, as I see it, is the 
problem of the municipal government. I just 
wonder if you are going to develop the capac- 
ity in municipal government to manage busi- 
ness as readily as you could develop capacity 
to acquire the properties. That is the prac- 
tical situation that I see. But, the wave, the 
move for municipal ownership, and the cry to 
you gentlemen to provide a Federal authority 
to serve as a yardstick in my judgment has 
come up from discontented consumers and 
users of these utilities and they find them- 
selves, for the reasons I mentioned a while 
ago, at the mercy of these inter-regional hold- 
ing companies. They cannot be certain that 
their rates are fair or just or that the rate 
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basis is fair. They feel that their state gov- 
ernment is, in most instances, weaker than 
some of these inter-regional organizations, 
when it comes to resources and capacity to 
battle these rate cases and valuation cases, 
and I believe that is that discontent on the 
part of the consumer and crying for relief 
from what they consider the impositions of 
these inter-regional holding companies that 
has started a wave of municipal ownership in 
this country which I fear may run so fast 
that it will outrun the development of capacity 
in the city governments to manage these prop- 
erties. I think that the surest and easiest way 
to stop this movement for municipal owner- 
ship would be to eliminate the inter-regional 
holding companies which I believe have fur- 
nished the motivation for not only that, but 
for this Federal activity to which you refer.” 
—COoMMISSIONER WALTER M. W. SpLawn, 
Interstate Commerce Commission. 


ae | CAN say to you that our policy has been 
to maintain absolutely autonomous con- 
trol through the boards themselves of the 
operating companies and to have the directors 
of those companies men selected from the com- 
munities in which the company serves. -— 
I think it is a very good principle. Of course, 
you have this problem—if it is a problem or 
not—I do not think it is—that where a hold- 
ing company owns 100 per cent of the stock 
of a subsidiary operating company, of course, 
those directors, if there are directors in that 
company taken from the locality which they 
represent, have no stock interest; but my own 
views are that that is an advantage to have 
those directors with no stock interest. My 
reason for that is that in that event their in- 
terests are purely those of the communities 
served and they are not, therefore, actuated 


or influenced by those selfish considerations 
which subconsciously are bound to influence 
a man who is a stockholder. 

“Now, that is practically our situation all 
the way through our companies. The repre- 
sentatives of the United Gas Improvement Co. 
on those boards are minority, usually. For in- 
stance, there are a great many of those com- 
panies, operating companies, of which I am 
not a director.” 

—Joun E. ZIMMERMANN, 
President, United Gas 
Improvement Co. 


T4 S° far as operating companies are con- 
cerned, the development of our compa- 
nies has unquestionably been aided by the very 
large amount of money that has been put into 
their equities. That not only financed a large 
part of the properties of those companies, but 
that junior money enabled those companies to 
obtain the additional funds, in the form of pre- 
ferred stock and bond financing, which they 
needed. The companies’ credit is measured 
in terms of their ability to sell senior securi- 
ties and, without a substantial amount of 
junior capital, it would not be nearly as good 
as if they were in that position. I think that 
is indicated by the fact that the discriminating 
purchasers of senior securities of utility com- 
panies choose those that have the sound, solid 
capital structures. With the holding compa- 
nies providing a large amount of the junior 
capital required by those companies, dissoiu- 
tion of the holding companies would, of 
course, remove that source of junior money 
and consequently affect the ability of those 
companies to raise additional capital for de- 
velopment.” 
—James F. Focarry, 
President, North American Co. 


7 
On Regulation Generally 


“qe I look upon regulation as 
regulating service to the public. That 
is what you do in railroad rates. That is 
what you do in telephone business; that is 
what you do in the electric light business. 

“When you stop and analyze the difference 
in that respect in the telephone industry and 
in this industry, what is the real difference? 
One of them is that you talk into a telephone 
here and you transmit energy over a line to 
somewhere; it hits a board and produces a 
sound; the other is that you produce energy 
which you put on a line, somewhere; and on 
comes the light. You are giving a service in 
both cases. 

“I do not look upon electric energy as a 
book, or an automobile, or a ton of coal, or 
something like that. You are giving service 
in the railroad business; you are giving serv- 
ice in the telegraph business; you are giving 


service in the telephone business; you are giv- 
ing service in this business; you are giving 
service in the gas business. 
_ “It is a public service that you are render- 
ing. 
“What we need in this country is a realiza- 
tion on the part of every one that these busi- 
nesses are affected with a public interest as 
the court has so frequently said that the utili- 
ties are in a different class from the man who 
engages in the manufacturing business, or in 
a good many other businesses; utilities are 
subject to control that the others are not sub- 
ject to; they exist only by reason of fran- 
chises they obtain from public authority.” 
—Doziter DeVANeE, 
Solicitor, Federal Power Commission. 


aaa) | AM not in agreement that the state com- 
missioners have not been successful in 
regulation. They have been successful in so 
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far as their laws and their appropriations 

have made it possible.” 

—CoMMISSIONER CLypE L. SEAvey, 
Federal Power Commission. 


“ng* we were to judge, therefore, solely 
from the past experience, we might well 
conclude that the pure holding company as a 
medium of combination is both unnecessary 
and undesirable. 

“Before accepting this conclusion, however, 
we must note that among the public utilities, 
and also among the industrial, the pure hold- 
ing company has been a very prevalent form 
of organization, and while it has often been 
used in both of these fields for highly improp- 
er purposes, it has also been a very effective 
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and convenient means of securing the bene- 
fits of large-scale production. May it not be 
true, therefore, that under proper regulation 
the pure holding company may wisely be 
used as a medium of railway consolidation, 
just as it has been used as a medium of utility 
consolidation? 

“Three possible reasons may be suggested 
for believing that, under certain conditions, a 
pure holding company is preferable to a parent 
operating company as the basis of railway 
consolidation. They are: First, the advan- 
tage of a more symmetrical type of man- 
agerial organization; second, the advantage of 
a more effective financial plan; third, the 
adaptability of the holding company for the 
control of enterprises subsidiary to, or affiliat- 
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ed with, the operation of railways. Each of 
these possible advantages will now be con- 
sidered.” 
—Cuartes A. WoLveERTON, 
U. S. Representative from New Jersey. 


a | poust if regulation alone can be success- 
ful. I think that there is always the 
motive, the impetus, to get the earnings from 
the operating companies to build these struc- 
tures and to sustain them after they are built; 


_I simply take the position that we should look 


toward the eventual elimination of them, but 
legally lodge some defined discretion in the 
commission.” 
—CoMMISSIONER Rosert E. HEALy, 
Securities and Exchange Commission. 


7" starting out in discussing your House 
Bill 5423, I speak out of some familiar- 
ity with and experience in public utility regu- 
lation, and I think, first, if I may be so bold, 
that this bill makes a fundamental error in 
seeking to divide jurisdiction between three 
Federal bodies. It is difficult enough to regu- 
late when you have all of the regulatory pow- 
ers in one bedy; but where, as in this bill, it 


is provided that the control over the issuance 
of securities is to be in the Securities and Ex- 
change Commission, the regulation of electric 
utility service in the Federal Power Commis- 
sion, and the regulation of gas utility service 
in the Federal Trade Commission, I think 
again, with all due respect to the framers of 
the bill, there is a serious error in that policy. 
I want to pay a tribute to the folks who 
framed this bill. I do not accept their philoso- 
phy completely ; but once one does accept the 
philosophy and the premise of the framers 
of this bill, they have done a masterly job 
in its construction. It is very clear and 
explicit as well as drastic, and I think im- 
practicable, and in some respects, as I shall 
hope to develop, impossible; but they did a 
good job in its construction, and they are en- 
titled to credit for that. 

“There is quite a distinct difference be- 
tween regulating public utility service and 
regulating capital issues of holding companies. 
They are more or less allied, of course, from 
the viewpoint of public interest, but they are 
in widely different fields.” 

—C type M. Reep, 
Parsons, Kansas. 


e 


On Public 


74 I N so far as municipalities are concerned, 

they have never been, and we do not 
see any reason why we should ask Congress to 
give the Federal Power Commission jurisdic- 
tion over their properties. . . Now, you 
have the power over licensees, because there 
you have the complete control of the subject 
matter, and you can say to a state or a city, or 
anybody else, ‘Keep off these navigable wa- 
ters,’ or ‘Come on them under certain condi- 
tions,’ but in so far as the power to regulate 
the charges, I know of no instance where 
Congress has ever done that, and while I have 
not given the question any consideration, I 
seriously doubt the power of Congress to regu- 
late these municipalities. It has the power 
to regulate them in so far as the Federal wa- 
ter power is concerned, and the Water Pow- 
er Act is concerned, and that power is not be- 
ing touched by this proposed law. 

“Now, in so far as the Tennessee Valley 
Authority, or any other governmental agency 
is concerned, those are agencies created by 
this Congress, and my process of reasoning— 
and I think it was the process of reasoning of 
every one else that was associated with me in 
the consideration of this bill—is that it would 
be rather presumptuous on our part to come 
to this Congress and ask it to give this arm, 
this creature of its creation, jurisdiction over 
one of its others, and so we have not proposed 
and do not propose to ask, or to recommend 
to this committee that it give to its agency, 
the Federal Power Commission, jurisdiction 


Ownership 


over its agency, the Tennessee Valley Author- 
ity, or its agency, Boulder dam, or any other 
like projects.” 
—Dozier DeVAneg, 
Solicitor, Federal Power Commission. 


sad i this bill is passed: investors generally 

will regard it as the first step toward 

nationalization of the industry. Many believe 

that its purpose is to accomplish government 

ownership or at least government manage- 

ment, without compensation. With this 

weakening in the investment field I see little 
hope that private enterprise can survive.” 

—S. R. Incu, 
President, Electric Bond 
and Share Company. 


ony. as to municipal ownership, as you 
know—you have had many conversa- 
tions with me during these inquiries, and you 
know that I believe in private ownership and 
operation of these utilities, and that in the 
long run you can get better service than you 
might get under the other system. 

“T have believed that for many years. 

“Now, when it comes to a utility like a 
power plant, there are many municipalities 
that have gone into the business and we can- 
not link the facts that some of them have been 
successful. 

“When it comes to municipal ownership or 
operation of a power plant or a gas plant is 
not the one question which system will give 
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the people the best service, or good service, 
satisfactory service, at a less expense? That 
is, which system will be the most satis- 
factory to the consumers? That 
question. 

“If a city government is so developed that 
it is competent to manage an industry, why 
they can manage it, and they could do as well 
as anybody, particularly if their activity is 
sufficiently large to get economies, or if they 
associated themselves with others.” 

—CoMMISSIONER WALTER M. W. SpLawn, 

Interstate Commerce Commission. 


is the 


6°, then, the United States government 
sees fit to allocate to the Muscle Shoals 
electric generation only 40 per cent of the 
actual investment at that point, and charges 60 
per cent to these other activities, why should 
it not come to my company and say: ‘You 
have invested not less than 60 million dollars 
in two hydroelectric plants located on navi- 
gable streams. We appreciate that you have 
improved navigation, checked soil erosion, 
and have prevented floods. Therefore, we 
should like to present you with some 36 mil- 
lion dollars, because that is what it would 
have cost us to have done the same thing.’ 
“Do any of you gentlemen imagine that I 
could not reduce electric rates in my terri- 
tory under such conditions? I tell you very 
frankly that I could reduce them to the ex- 


tent of about 2 million dollars a year if that 
condition existed. 

“The trouble with the TVA yarkstick is 
that it is made of rubber. It is not 3 feet 
long; it is 2 feet long sometimes and 4 feet 


long other times.” 
—Louis H. Ecan, 
President, Union Electric Light 
and Power Company. 


ssV/ ns the Federal government going 
into competition with private utilities, 
it is easy for the Federal government to get 
the money. They can take it out of this 
$4,880,000,000. I am just wondering about the 
privately owned utilities and what they can 
do now to save themselves. I want to look at 
it from a fair standpoint. We have got to 
admit that there are some abuses that ought 
to be corrected. There ought to be passed 
legislation to stop the abuses which have been 
pointed out and brought to attention here be- 
fore the committee. Yet I do not want to 
report legislation here that possibly might 
mean the loss of money to millions of inves- 
tors who have put their money in utilities, 
putting it in good faith, thinking it was a 
good stock to buy. It is light I am looking 
ao I want to find out something about 
this.” 
—Joun G. Cooper, 

U. S. Representative from Ohio. 


e 


On Federal 


¢¢ ¥ vo not believe that the rates at which 
power is delivered for local consump- 
tion is the subject of the Federal regulation, 
except under very unusual circumstances. 
That is, there may be some unusual circum- 
stances where that power would exist; but 
generally speaking, I think it is safe to say 
that local rates are the concern of local regu- 
latory bodies.” 
—ComMISSIONER Ropert E. HEAty, 
Securities and Exchange Commission. 


sadl Ben w- is no private interest that wants 
to be regulated, absolutely; there is no 
private individual or interest that wants to be 
regulated.” 
—CoMMISSIONER CLypeE L. SEAVEY, 
Federal Power Commission. 


<4 has been proved throngh all the history 

of the world, that regulation through 
bureaucracy—and I do not speak of that in a 
cynical way—but, if you would turn over these 
utilities to the Federal Power Commission 
you would substitute its judgment for the 
judgment of the gentlemen who have operated 


these transmission lines. While it may be 
true that we have made some mistakes,—we 
are like all human beings. Where there have 


Regulation 


been mistakes made they can be corrected, but 
through the adoption oi this bill the Federal 
Power Commission will in effect become the 
supermanager of the affairs of operating elec- 
tric utilities. This is in effect government 
ownership without the necessity of paying to 
the owners of the property any compensation; 
it is management by government of the affairs 
of these utilities without responsibility for the 
mistakes that may be committed. It implies 
that political management is more trust- 
worthy and more beneficent than private 
management in business and that as govern- 
ment swells to omnipotence its citizens will be 
happier and richer. These two propositions 
are exceedingly doubtful. I cannot find proof 
of that in history from Sparta of old to Soviet 
Russia of today, and I regard it as certain that 
the history of advancing liberty contradicts 
them both.” 
—WENDELL L. WILLKIE, 
President, The Commonwealth 
& Southern Corporation. 


“eg to the fact that § 202 makes a 
company’s lines essentially a common 
carrier, the state is powerless to prevent com- 
petitive companies or municipal plants from 
raiding the more profitable sections of that 
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company’s territory through the use of that 
company’s own lines. With the lean territory 
only remaining, the cost of serving it is in- 
creased. 

“The principal object of this section is ob- 
viously not to cover the present unregulated 
gap, but to use the accident of a small amount 
of interstate electricity to justify the creation 
of twelve or fourteen wholesale power tools 
wholly under Federal control as to what 
plants shall be run, what plants shall be built, 
what transmission lines built or abandoned, 
and from this pool current may be distributed 
to the ultimate consumers at prices to be fixed 
by the several states.” 

—SAMUEL FERGUSON, 
President, Hartford Electric 
Light Company. 


<4 .’ must always be assumed that the thing 

that the commission orders done is in 
the public interest, or it has no right to order 
it done. If it is not in the public interest then 
the company against whom the order is is- 
sued has its resort to the court to prevent it. 
The approval to the power given the commis- 
sion under this bill with reference to the ex- 
tension of facilities or with reference to any 


other matter must be predicated upon the as- 
sumption that all such powers will be ex- 
ercised in the public interest.” 
—Dozier DEVANE, 
Solicitor, Federal Power Commission. 


Cnis take the natural gas pipe line. 
You can call it a common carrier if 
you want to, but it is not a common carrier 
and in the very nature of its service it cannot . 
be rendered a common carrier. I do not say 
that a pipe line could not be built solely as 
a common carrier for natural gas and if it 
were it would be subject to regulation as a 
common carrier, but all of the pipe lines of 
which I have any knowledge, certainly those 
within my own state and my own section, have 
been built as parts of a public utility service, 
and to give the commission power to require 
that they purchase gas from anybody, wheth- 
er they need it or not, to require them to ex- 
change gas, no matter what the conditions 
might be, to interrupt the flow of their own 
gas from the point of production to the point 
of consumption for their own customers, or 
the customers of the local distributing com- 
panies with whom they have contracts—how 
would you like to live in Kansas City, dep@nd- 
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ing upon your gas brought 400 miles from the 
Panhandle of Texas, and have a provision in 
the law whereby this commission could issue 
an order that your pipe-line company which 
keeps the gas constantly in the lines, keeps the 
lines constantly filled with gas for the use of 


its customers in Kansas City, and all of the 
cities there had to buy gas or exchange gas 
under the terms fixed by the commission with 


anybody ?” 
—C type M. Reep, 
Parsons, Kansas. 


e 


On Interstate Regulation 


6¢¢N passing the Communications Act, I 

have been informed that there was un- 
der consideration the extent of the interstate 
calls, for instance, in telephones. At that time 
on the passage of that act, that percentage was 
about 5 per cent of the total calls. 

“Now, in the electrical energy field, at the 
present time the movement of interstate trans- 
mission is over 17 per cent. That, however, 
in percentage does not in either case indicate 
the full measurement of the need of regula- 
tion. A larger or a smaller percentage does 
not spell very much and that is not advanced 
at this time by the commission as urging that 
regulation is more necessary because of the 
larger percentage than it was in the smaller 
percentage, but it is interesting to note, I 
think, that there is a very substantial move- 
ment of interstate energy at the present time.” 

—COoMMISSIONER CLypE L. SEAVEY, 
Federal Power Commission. 


aad | MIGHT add that in my opinion, the prin- 
ciple underlying telephone interconnec- 
tion and transmission is no different from the 
principle underlying compulsory interconnec- 
tion and transmission in the electric industry ; 
that is, the connection that is required in tele- 
phone cases, in so far as the use of telephone 
facilities is concerned, is not different from 
the common carrier principle than what is de- 
clared in this proposed bill.” 
—Dozrer DEVANE, 
Solicitor, Federal Power Commission. 


¢¢ PDEFERRING, Mr. Chairman, to this matter 

of geographic and economic integra- 
tion: The reason it bothers me particularly is 
because my company was one of those which 
Dr. Splawn referred to as being sprawled all 
over the map, and what I have to say about 
the subject is this: Integration, of course, 
means adding up or summing up, and the pur- 
pose of integration is twofold, from the pub- 
lic point of view, I mean. In the first place, 
it means covering the territory where your 
service goes just as thoroughly as it possibly 


can be done, to get electric service out to the 
forks of the creek, and the farms, and every- 
where in your territory. And, the other thing 
that integration means is connecting up your 
system so far as possible with an adjoining 
system so that interchange of power between 
them may be accomplished when you can get 
certain economies in buying power from them, 
cheap power or selling them power when you 
have spare capacity, or relying upon each 
other, requiring less investment for reserve 
generating capacity. Now, all of those things, 
Mr. Chairman, we have done and we have 
done diligently and thoroughly for years.” 
—CuHarLes W. ; 
Engineers’ Public Service Co. 


ons, I notice you provide for the sepa- 
ration of gas and electric service. 
There is limited element of competition be- 
tween gas and electric service. The electric 
firms are very active and very forward look- 
ing and very progressive, and they have de- 
veloped a lot of cooking devices and heating 
devices that have in them the element of com- 
petition with natural gas. However, I do 
not think that is serious enough to require a 
divorcement of these two interests except in 
situations like this: You might have a large 
city where both the gas and electric utility 
properties were large enough to make the ele- 
ments of competition a matter of some 
moment. If there be any such a situation, 
the state, if it desires, can divorce gas and 
electric public utility operations within the 
borders of the state. 
“Now, in the smaller towns it is frequently 
a beneficial thing to have both gas and elec- 
ric properties under one management, under 
one operation; it is more economical that way, 
and the element of competition is so small 
that, in my opinion, it is not very important. 
It does save one manager’s expense if both 
classes of utilities could be handled by one 
organization.” 
—Ctype M. Resp, 
Parsons, Kansas. 


3 


On Propaganda 


6oWWVe have had a great deal of complaint 
on the bill from various members of 
Congress about bills being written by some 


department of the government, sent up here, 
and demand being made that they be passed in 
the form written, and if they are amended the 
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HIGHLIGHTS OF HEARINGS ON HOLDING COMPANY BILL 


slightest bit, why, some member saying that 

the administration has been turned over. 

This is one bill that I am not going to allow 

that attack on by asking the President of the 

United States to specifically endorse all of the 

provisions of this bill.” 

—Hon. Sam Raysurn, 

Chairman, Committee on Inter- 

state and Foreign Commerce, 

House of Representatives. 


m4 4 HE members of this committee, and the 
members of Congress know that the oil 
interests in Texas have carried on a propa- 
ganda for the past year; agriculture has its 
representatives here and carries on a propa- 
ganda, and every member knows of it;. other 


branches of industry have carried on propa- 
ganda ; the railroads, steel, the cotton growers, 
tobacco growers, and now we have the potato 
growers coming in with their propaganda, and 
let me ask you how we can with fairness 
criticize individuals who have given their dol- 
lars to Dr. Magill to create a fund to oppose 
this bill, some one who has put his life savings 
in investment in utility companies, because the 
individuals who are doing that, giving their 
money to Dr. Magill, are doing what they 
think they should do to protect their invest- 
ment just as much as these other people are 
doing to protect their interest in agriculture 
and other branches of industry.” 
—Cuaries A. Wotverton, 
U. S. Representative from New Jersey. 


e 


On the Effect on 


al Bom: is a recognition of this claim that 
has been made that some of these elim- 
inations will be disastrous to the security 
holders. I am troubled about that. I see 
some of these companies where people have in- 
vested their money and I see that the company 
is full of inflation, and I do not know what to 
suggest about it. I do not know what you can 
do about it. They have put their money in. 
Maybe they have lost it all. I do not know 
what you can or should do to help them get 
it back. In fact, I do not think it would be 
proper to try to help them get it back by 
preserving something that is wrong in the first 
place. What I would like to see are the state- 
ment and accomplishment of these objectives, 
the correction of these abuses, accompanied by 
this movement toward integrated, regional sys- 
tems, and this movement toward the eventual 
elimination of the holding companies.” 
—ComMISSIONER Rosert E. HEALy, 
Securities and Exchange Commission. 


“oM* Chairman and members of the com- 
mittee, I do not represent any organ- 
ization at all. I am just here as a plain 
American citizen. I have elected myself a 
committee of one to represent the financial 
middle class of this country who seem to have 
no representation over here at all so far as 
I can find out. 

_ “Now, this is not, strictly speaking, a hold- 
ing company bill. It is a direct blow at the 
public utilities. 

“Now, a direct blow at the utilities is a di- 
rect blow at the middle classes of this country. 
We all know that, and especially the women, 
and that is why I am here, because twenty 
years ago, fifteen years ago, the women 
thought utilities were our best and safest in- 
vestment and went into them because of that. 

Now, you all know that in Italy and Ger- 
many the professional and middle classes have 
been wiped off. 

“This legislation, if enacted into law, means 


Security Holders 


the beginning of the end of our democracy 
right here, in my opinion.” 
—Mrs. AGNEs M. JENks, 
New York, N. Y. 


et fom not the fact that we are propos- 
ing to end the company, largely de- 
stroy the market value, even the legitimate 
market value of that stock? Nobody would 
be attracted to buy stock in a company that 
is facing the end of its life and if we force the 
liquidation of a company at a time when 
economic conditions are not favorable, we 
force liquidation on a vast scale. It is not a 
case the company’s securities can be readily 
disposed of, because we are throwing so many 
on the market at the samé time which would 
oversupply the market, and I| fear unjustly 
for the holders of these securities. 

“So, about that I have a real apprehension, 
and I think the stockholder who analyzes the 
situation would have reason to have a real ap- 
prehension about that, protecting the real val- 
ues in their stocks, not the fictitious, because 
that they must lose. That burden does not 
belong to the public.” 

—CLARENCE F. Lea, 
U. S. Representative 
from California. 


+s far as the value of operating proper- 
ties is concerned, this is represented for 
the most part by fixed capital such as land, 
power plants, transmission lines, substations, 
distribution systems, etc., which are physically 
anchored to the territory served. It is quite 
true that no legislation however drastic or 
confiscatory will have the effect of altering 
the existence of these physical operating prop- 
erties or the intrinsic value which they rep- 
resent. Even though the government enacted 
legislation providing for the outright confisca- 
tion of these physical properties, divesting 
their owners of title thereto, they would con- 
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tinue to exist. But the mere fact of their con- 
tinued existence would be small consolation 
to their previous owners who had engineered 
and financed their construction and built them 
up to what they are today. 

“What consolation, for instance, could a 
farmer derive from assurance that even 
though he was losing the ownership of his 
farm by foreclosure or governmental mandate, 
his farm would continue to exist and be as 
good a farm as it ever was? What consola- 
tion could a home owner derive from the as- 
surance that even though he was losing his 
home and his life’s savings as represented by 
his equity therein, the usefulness and the in- 
trinsic value of that home were not going to 
be affected by the involuntary change of own- 
ership?” 

—Dr. Davin Fripay, 
Economist. 


74 A LARGE number of operating company 

receiverships would inevitably follow 
the passage of this bill because necessary fi- 
nancing now obtained from holding companies 
would not be forthcoming. This would re- 
sult in general demoralization and would in- 
crease costs to electric and gas users for the 
simple reason that it would increase the cost 
of money necessary for continuance and ex- 
pansion of the utility business. 

“The way back to prosperity is through the 
reéstablishment of business confidence which 
will permit private tax-paying capital to go 
to work again. Then the next five years, 
instead of seeing the demoralization and de- 
struction of these great industries as private 
enterprises under this bill would see them 
again engaged in constructive expansion. 

“The same five years instead of bringing 
about the ruin of millions of investors would 
bring recovery to their investments and the 
restoration of their income, from which new 
taxes would accrue to government.” 

—S. R. Inca, 
President, Electric Bond 
-and Share Company. 


sad.” yg vid of you remember the old days, I 
know I do very well, when the great 
industries were practically family institutions. 
Many of you no doubt have noticed the pro- 
found change that has taken place in recent 
years in the ownership of large corporations, 
in the past twenty-five years at least, and that 
is the period of the great development of the 


electric industry. We all know, of course, of 
many great family fortunes. The great Stand- 
ard Oil fortune, such as the Rockefellers made 
out of oil; the great steel fortunes made by 
Carnegie and Frick in that industry ; the great 
real estate fortunes made by the Astors and 
others; the great fortunes made by the retail 
merchants, such as that of Marshall Field 
and Wannamaker; the great manufacturing 
fortunes of recent years, such as that of the 
Ford family; and the great railroad fortunes, 
such as the Harrimans and the Goulds and 
the Vanderbilts. 

“But do you know of any one great family 
fortune accumulated or made through the 
electric utility field? I do not. Why is that? 
I venture the suggestion, and I think I can 
state it without any fear of contradiction that 
ic is because this industry has been built up 
largely out of the earnings and savings of 
very ordinary individuals, and I have no doubt 
whatever that many sincere persons advocat- 
ing aggressive action against large aggregates 
of capital are doing so because they are over- 
looking or failing to consider the fact that this 
capital was accumulated, not from great 
family fortunes, but by actual investment in 
these large aggregations by a multitude of 
people.” 

—WILLIAM CHAMBERLAIN, 
Chairman, United Light 
& Power Co. 


a | AM not seeking to reform the world. I 
started out on that in my younger days, 
as all of you did. My hair has gotten gray, 
and I have given it up. I thing that the crop 
of suckers will continue to come on annually, 
biannually, and bidecades, as it always has. 
And that probably the lambs will be shorn by 
some new method. This holding company 
method of selling pyramided stock was one of 
the recent vices. The investment bankers also 
had some peculiar methods of their own. But, 
this thing is an accomplished fact, and I am 
here, and may I say to the committee, with- 
out fee (I hope they did deposit money 
enough to pay my expenses), because they 
haven’t got very much. I am here to repre- 
sent them, because of their interest, and be- 
cause they believed that out of my contact 
with this subject I was entitled to express an 
opinion in their behalf that might have some 
weight with the committee.” 
—Ctype M. Reep, 
Parsons, Kansas. 





“Tue public interest and traditional rights of private property are 
locked in gigantic combat of which no man can see the end, certainly 


not in the immediate future. 


If economic security for all be- 


comes the objective of the state, private business will have to fight for 
its profits-UEBER-ALLES or clear the track. It will be a hard fight to win, 
for the mass of the people is militantly aroused on behalf of security.” 


—Stuart CHASE, 
In Current History. 
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National Survey Forecasts 
Power Shortage 


A “crITICAL” shortage of electric power 
production capacity that would “be dis- 
astrous in case the United States should be- 
come involved in war” was reported recently 
in the first interim report of the National 
Power Survey, according to the Associated 
Press. as 

Made by the Federal Power Commission 
at the direction of President Roosevelt, the 
survey indirectly supported the administra- 
tion’s contention that there is need for such 
developments as Boulder dam and the Ten- 
nessee Valley Authority. 

“The critical shortage of existing generat- 
ing capacity most seriously affects the great 
industrial districts of the East and Middle 
West,” the report said. “It would, therefore, 


be disastrous in case the United States should 
become involved in war.” 

Upon resumption of normal industrial ac- 
tivity the survey predicts the demand for 
power will be at least 4,000,000 kilowatts in 


excess of that which existed in 1929. Mr. 
Manly said the construction of plants needed 
to produce this power would involve capital 
expenditures of $300,000,000. 

William J. Hagenah, general counsel of the 
Byllesby Company, declared that the electric 
utilities could and would spend two billion 
dollars profitably for these and other develop- 
ments if the Roosevelt administration would 
let them alone and give them a breathing 
spell. Pointing out that financial aid by the 
holding companies is necessary for such an 
expansion program, Mr. Hagenah, according 
to The Washington (D. C.) Herald, said, “A 
man in the death house can’t borrow money. 
He can’t get insurance on his life. Nor can 
the holding companies, condemned to die.” 

The Federal Power Commission’s assertion 
that a shortage of electric power is imminent, 
largely constitutes a case of “wishful think- 
ing,” according to Bernard F. Weadock, vice 
president and managing director of the Edison 
Electric Institute, who pointed out that the 
statement is based upon the assumption of the 
return of industrial activity to the levels of 
1929, assumed by the National Power Survey 
report to be “normal.” “I only wish,” Mr. 
Weadock said, “that the electric light and 
power companies of this country could show 
the optimism of the Federal Power Commis- 
sion. It is futile to predict the return of in- 
dustry to predepression levels in the face of 
the repressive legislation continually being 
considered by Congress. In particular, there 


will be no return to 1929 levels as long as the 
barrage of hostile statements and destructive 
acts | continues against public utility compa- 
nies.” 

In a special national recovery issue, Elec- 
trical World foresaw a $16,000,000,000 volume 
of new business for the electric utility industry 
which, it said, would put 1,000,000 men to 
work and add $1,000,000,000 a year to the 
National payrolls during the next two years. 

“This business,” the magazine says editorial- 
ly, “would be accomplished entirely through 
private initiative and entirely without the aid 
of government funds, and is presented as an 
answer to ag of the recovery problem and 
to those who have been attacking the public 
utilities and endeavoring to shackle them 
through impeding legislation or threats of such 
legislation such as the proposed Wheeler- 
Rayburn bills and the PWA state acts.” 


States and Utilities Urge 
Fair Regulation 


oy voice of the states was raised in pro- 
test against the original Rayburn bill re- 
cently at the hearings on the holding company 
bill before the House Interstate Commerce 
Committee. The state commissions, through 
John E. Benton, general solicitor of the 
NARUC, proposed amendments to prevent 
further encroachment by the Federal govern- 
ment upon the regulatory jurisdiction of the 
States. 

“It may appear,” Judge Benton said, “that 
we have been over-meticulous in the provi- 
sions which the association asked Congress to 
insert in this legislation for the preservation 
and protection of state powers. However, 
‘the burnt child fears the fire. The state 
commissions have learned from bitter experi- 
ence that too great care cannot be taken in 
this respect.” 

The holding company section as originally 
written “seeks to push Federal control over 
local business, under the theory of regulating 
commerce between the states, to an extent that 
is fantastic in the extreme,” the NARUC 
spokesman asserted. The state commissions, 
he said, believe there should be interstate 
holding company legislation but that “a state 
is competent to control the operations of hold- 
ing corporations and of public utility com- 
panies created by it and operating wholly 
within its own borders. . We ask that 
such intrastate companies be altogether ex- 
cluded from the scope of the bill.” 

Among others testifying before the House 
Committee hearing was S. R. Inch, president 
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of the Electric Bond & Share Company, who 
said that the electric and gas industries could 
be leaders in the drive for business recovery 


if “given fair regulation instead of the pro- 


posed destructive public utilities bill.” 

Approval of “stringent and constructive” 
regulation of utilities holding companies but 
flat opposition to the 1940 dissolution provi- 
sion of the Wheeler-Rayburn bill also was 
voiced before the committee by former Gov- 
ernor Clyde Reed, of Kansas, who declared 
that “it is dificult enough when regulation is 
centered in one body, without having securi- 
ties under the Securities Exchange Commis- 
sion, electric service control under the power 
commission, and gas service under the Federal 
Trade Commission.” 

Louis H. Egan, president of the Union 
Electric Light & Power Company of St. 
Louis, told the committee that his company 
could reduce its power rates by $2,000,000 a 
year by using the TVA’s method of figuring 
power plant costs. 

During the hearing Representative Cooper 
(R.), Ohio, committee member, charged that 
the TVA distributed “propaganda” articles 
among schools and urged pupils to keep “TVA 
scrapbooks.” 

Referring to Senator Wheeler (D.), Mon- 
tana, who recently denounced on the Senate 
floor and on the radio, antiholding company 
“propaganda,” Cooper threw the committee 
into an uproar when he charged “there are 
two sides to this question, depending on who’s 
making the propaganda.” 


Propose TVA Legislation; 
Willkie Urges Curbs 


| yn ea that would make TVA’s con- 
stitutionality certain was urged by direc- 
tors of the authority before the House Military 


Affairs Committee recently. Chairman Arthur 
E. Morgan advocated the inclusion of the 
Cumberland river valley in the TVA project. 
David E. Lilienthal, power director, linking 
the TVA project with national defense, said 
that any change in the present European situ- 
ation might bring a “desperate condition” of 
power shortage. 

Lilienthal said it was a misunderstanding 
that there was a surplus of TVA power. 
Then, raising his voice as he referred to 
European storm clouds, he mentioned an ac- 
tual “threat of a deficit.” 

“It is time to talk frankly,” he added. 

He approved changes in the TVA act to 
clear away any questions of constitutionality 
that might be raised against it. 

To queries from Representative May (D.), 
Kentucky, who is strongly against the whole 
TVA plan, Lilienthal gave assurance that the 
amendments would not mean putting private 
utilities out of business if the management co- 
6perated properly. 

Wendell L. Willkie, president of the Com- 


monwealth & Southern Corporation, told the 
committee his company could pass on $30,- 
000,000 in savings to electricity consumers 
under a financing method such as is available 
to the TVA. 

Testifying on the bill by Chairman Mc- 
Swain (D.), South Carolina, that would clar- 
ify the TVA act and enlarge some of the 
Authority’s powers, Willkie proposed four 
amendments to the act. They were: 

That the TVA, where there are existing 
facilities, shall not sell its services, retail 
or wholesale, without purchasing or condemn- 
ing existing facilities. 

That TVA shall comply with the uniform 
system of accounting of the National Asso- 
ciation of Public Utilities and Railroad Com- 
a with which private utilities must 
com 

That TVA shall charge high enough rates 
to produce for the government a fair rate 
of return on its electric generators, transmis- 
sion and distribution systems. 

That TVA must file rates with the power 
commission, must not discriminate between 
classes of consumers, and rates must be uni- 
form in towns served by the TVA. 


Willkie Suggests SEC Control 
Holding Companies 


ENDELL L. Willkie, president of Com- 

monwealth & Southern, recently sent to 
the House Interstate Commerce ittee a 
draft of suggestions for regulation of holding 
companies, according to The Washington (D. 
C.) Post. The draft was in extension of oral 
testimony previously given by him, and sug- 
gested that legislation should: 

Extend the securities exchange act to all 
holding companies by requiring special regis- 
tration where needed. 

Require that a majority of directors of 
holding and operating companies and princi- 
pal officers of the latter be residents of ter- 
ritory served. 

Prohibit officials of holding companies or 
an operating subsidiary unit from owning more 
than 1 per cent of the voting stock of any 
company furnishing services or materials to 
such operating subsidiary. 

Require that services to a_ substantially 
wholly owned operating subsidiary be rendered 
at cost; and to an operating subsidiary not 
so owned at a reasonable profit. 

Prohibit the use of operating company em- 
ployees in the sale of holding company securi- 
ties. 

Authorize the SEC to investigate, at the re- 
quest of a state commission, accounts and 
records of holding companies affecting service 
charges and other intercompany relationships. 

Authorize the SEC to prescribe systems of 
accounts in the absence of state requirements. 

Prohibit the acquisition of voting stocks of 
utility by holding companies without the ap- 
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proval of the commission or of a state com- 
mission; and prohibit acquisitions by others of 
more than 5 per cent of such stocks without 
similar approvals. 
Provide for interstate power boards to pass 
upon interstate wholesale power rates. 


Foresees Rural Electrification 


Cuan Frank McNinch of the Fed- 
eral Power Commission recently pre- 
dicted a rapid expansion of rural electrifica- 
tion which will carry light and power to five 
million farm homes, according to the Associat- 
ed Press. 

The development, he said, will be -carried 
out by public agencies and private utilities. 
Although 100 million dollars of the giant pub- 
lic works bill is earmarked for extension of 
electric lines to farms, McNinch said state 
and municipal projects and those of private 
utilities probably will amplify this amount 
several times. 


Urges Hydro Void Contracts 
Ts: save Ontario Hydroelectric from the 


danger of increasing deficits which would 


call for higher taxes or a substantial rise in 
rates, the Liberal provincial government has 
introduced a bill in Toronto to repudiate 
wholesale power supply contracts with four 
private power producers in Quebec because 
asi finds itself with an oversupply of 
pow 

The bill would affect Beauharnois Light 
Heat & Power Co., McClaren-Quebec Power 
Co., Ottawa Valley Power Co., and Gatineau 
Power Co., Ltd. 

The contracts were made during the past 
ten years between the companies and the 
Ontario Hydro Commission, which is a gov- 
ernmental agency controlled by the party in 
power. 

The Dominion government, it was said, will 
not void the legislation. Two reasons are 
given: the legislation is that of a sovereign 
province whose legislature has just received 
a fresh mandate from the people; and the 
Federal government would hesitate to flout 
public opinion on the eve of a Dominion gen- 
eral election scheduled for August. 

It is indicated from Toronto that Ontario 
holds the power companies may not appeal to 
the courts without permission of the govern- 
ment. If permitted to appeal, the ‘power com- 
panies feel, they are sure to have the contracts 
upheld 


Alabama 


Seeks Phone Rate Reduction 


AY investigation of the Southern Bell Tele- 
phone Company and its associated cor- 
porations with an ultimate aim of “sub- 
stantial” rate reductions in Alabama has been 
requested of the public service commission by 
Attorney General Carmichael. 

The petition, and a companion one by Hor- 
ace Wilkinson, special counsel for the city 
of Birmingham, asked that the commission 
set a hearing to study the relationship of the 
Southern Bell Company, the Western Electric 
Company, the American Telephone and Tele- 
graph Company of New York, and the 
American Telephone and Telegraph Company 
of Alabama. 


Sees $200,000 Rate Saving 


= customers of the Birmingham 
Electric Company will save nearly $200,- 
000 by the end of this year and greater sums 
in the future if the new residential and com- 
merical schedule of rates proposed by the com- 
pany is approved by the public service com- 
mission, according to J. S. Pevear, president 
and general manager of the Birmingham com- 
pany. 

The proposed schedule, according to The 
Birmingham News, contains an “immediate” 
and “objective rate,” with a reduction in the 
rate for each additional five kilowatts used by 
a residential customer and proportionate re- 
ductions in commercial rates. 


California 


Oppose Gas Franchise 


HE “Public Relations Training Program’ 
of the department of water and power, by 
which regular and emergency department em- 
ployees are taught to spread political propa- 
ganda, has swung into action again, this time 
in opposition to charter amendment No. 1-A, 


, 


the gas company franchise, according to the 
Los Angeles Times. 

The “Training Program” works in connec- 
tion with the “Special Educational Fund,” to 
which employees are “solicited” to contribute 
from 1 to 5 per cent of two months’ wages. 

Meetings are conducted among department 
employees, at which time mimeographed sheets 
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with attacks on the Los Angeles Gas and 
Electric Corporation and a series of questions 
and answers are passed out. 

Each employee is given a sheet which must 
be filled in with the names of at least ten 
“contacts” who have been propagandized 
against No. 1-A. This assignment sheet must 
be taken to the next meeting. 

The propaganda goes into the history of the 
gas company and its numerous conflicts with 
the power bureau. 

It is generally understood, the Times says, 
that the power bureau, facing a huge surplus 
of power from Hoover dam next year, is at- 
tempting to force the community to replace 
gas equipment with electrical equipment by 
hamstringing the gas company. 


To Vote on Utility Bonds 


Aq amendment to legalize the sale 
of revenue bonds for the acquisition of 
public utilities of San Francisco will be sub- 
mitted to the voters at a special election, 
according to an item in the San Francisco 
Chronicle. 

The proposed measure would allow such 
revenue bonds as recommended by a commis- 
sion to be sold with the purpose of extend- 
ing the purchase of, or the building of, any 
new utility. 

All ee would have to be approved by a 
majority vote of the board of supervisors and 
would then be submitted to the voters for a 
majority approval. 


District of Columbia 


Elgen’s Nomination Confirmed 


sh United States Senate, acting upon the 
recommendation of its District Commit- 
tee, April lst confirmed President Roosevelt's 
nomination of Riley E. Elgen for a new term 
as a member of the public utilities commis- 
sion of the District of Columbia. 

Before the committee made its recommenda- 
tion, Elgen was questioned about his views 
on municipal ownership of public utilities by 


Senator Pat McCarran (D.), Nevada, who 
had asked that his confirmation be held up 
previously. Elgen stated that he had no fixed 
ideas on the subject and would not oppose 
any effort to impose municipal ownership on 
the District, according to The Washington 
(D. C.) Post. 

Senator King brought out, however, that 
the District has one of the lowest electric 
rates in the country and that its other utility 
rates are comparably low. 


Georgia 


Tax Change Affects Utilities 


HE general assembly recently voted to 
submit a 15-mill over-all ad valorem tax 
and a 5-mill limit intangible tax constitutional 
amendment to the people in the general elec- 
tion of 1936, according to The Atlanta Con- 
stitution. 
The limitation proposal, submitted to both 
houses by a conference committee which first 
obtained Governor Talmadge’s approval of the 


plan, was approved unanimously by the senate 
and by a vote of 170 to 8 in the house. 

The plan calls for abolition of the state ad 
valorem tax and a limit of 5 mills for city 
purposes, 5 mills for county purposes, and 5 
mills for county-wide school purposes. The 
amendment in no way affects bonds and taxes 
levied to pay off existing bond issues. Speak- 
er Rivers stressed the fact that the proposed 
amendment classifies a franchise as a tangible 
instead of an intangible property. 


Illinois 


Orders Rate Cut 


HE commerce commission has ordered the 

Illinois Northern Utilities Company, 
which serves 18 counties in north central and 
northwestern Illinois, to reduce its electric 
rates an average of 10 per cent, according to 
the Chicago Daily Tribune. The reduction 
is expected to save 32,500 customers in the 


128 towns and villages affected, an aggregate 
of $195,000. The Utilities Company has 
agreed to abide by the commerce commission's 
order, it is reported. 

By the terms of the order the electric rates 
for homes are reduced a total of $100,000 an- 
nually, effective April 16th. A second reduc- 
tion of $20,000 starts a year later, another of 
$31,000 in 1937, and another of $44,000 on 
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anuary 1, 1938. By 1938, said Benjamin F. 
indheimer, chairman of the commission, the 


total of the cuts will represent a reduction of 
193 per cent from the present rates. 


Indiana 


Rate Change Granted 


gag of the Indiana Service Corpora- 
tion to put into effect new standardized 
electric rates representing reduction of more 
than $29,000 in gross income was granted 


recently by the public service commission. 

Schedules are the same as have been grant- 
ed without investigation by the commission 
to other electric utilities in the state and affect 
7,952 customers in thirteen northern Indiana 
counties. 


lowa 


Utility Cuts Electric Rate 


Se city council has approved a new rate 
schedule submitted by the Des Moines 


Electric Light Company, reducing rates 94 to 
10 per cent. 

The new rates are effective April 15th, ac- 
cording to the Des Moines Tribune. 


Louisiana 


High Court Gets Phone Case 


HE public service commission’s order of 

March 2nd reducing telephone rates in 
the state has been placed before the state su- 
preme court on an appeal by the Southern 
Bell Telephone and Telegraph Company, Inc., 
according to The Times Picayune. 


Judge W. Carruth Jones in the East Baton 
Rouge parish district court had recently dis- 
missed an application of the telephone com- 
pany for a preliminary injunction to restrain 
the public service commission from reducing 
the telephone rates. The commission’s order 
directs that the rates be reduced approximate- 
ly $660,000 annually. 


Massachusetts 


Senate Kills Utilities Bill 


Se bill for election of the members of 
the department of public utilities by the 
legislature, which had passed the house, was 
killed in the senate recently, according to 
an item in The Boston Post, on a roll-call 
vote of 12 to 15. 

Under the present law, five members of the 
department of public utilities are appointed by 
the governor. 


Urges State Pay Commission 


an effort to make the public utilities. 
commission financially independent of the- 
public service corporations, the house recently 
gave a first reading to a bill, sponsored by 
Governor Curley, to pay all the expenses of 
the commission out of the state treasury, ac- 
cording to The Boston Post. In the past, 
public service corporations have paid half the 
salaries of the commissioners. 


Michigan 


Marie, according to The Detroit News. Rates 


Electric Rates Reduced 


REDUCTION in residential rates approximat- 
k ing 12 per cent has been announced by the 
Edison Sault Electric Company at Sault St. 


also were reduced at St. Ignace, Dafter, 
Brimley, Pickford, Rudyard, Hessel, Cedar- 
ville, Trout Lake, Rexton, Engadine, and 
Gould City. 
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Minnesota 


Votes for Civic Power Plant 


ROPOSAL for a $250,000 bond issue to 
finance construction of a municipal light 


and power plant at Hutchinson carried by an 
overwhelming vote of 1,187 for and 128 
against in the recent special election, accord- 
ing to the St. Paul Dispatch. 


Mississippi 


Seeks TVA Grant 


Bent Alcorn County Electric Power As- 
sociation recently petitioned the TVA for 
an additional grant of $50,000 for the con- 
struction of rural power lines. 

With an original $110,000 grant from the 
TVA, the power association built lines to 
Shiloh Park, Stantonville, and Guys, Tenn., 
and Biggersville, Rienzi, Danville, and Kos- 
suth, Miss. 

The Alcorn County Electric Power Associa- 
tion was the first county-wide nonprofiting 
coéperative organized under the TVA pro- 
gram. It furnishes power to rural consumers 
at rates equal to those paid by residents of 
cities. 


Phone Rate Cuts Halted 


A RESTRAINING order halting for thirty days 
the 18 per cent reduction in exchange 
telephone rates, ordered effective throughout 
Mississippi April Ist by the railroad commis- 
sion, was issued March 28th by Justice Virgie 
Griffith of the state supreme court, accord- 
ing to a statement published in The Times 
Picayune. 

While Judge Griffith held that the Southern 
Bell Telephone Company’s bill in its petition 
for an injunction was not sufficient to grant a 
temporary injunction, he gave the company 
thirty days in which to perfect the bill. 
Meantime telephone rates will remain as at 
present. 


Missouri 


Water Rate+sReduced 


WATER rate reduction to consumers in un- 

incorporated areas of St. Louis county 
has been made by the St. Louis County Water 
Company, according to the St. Louis Globe- 
Democrat. The reduction, it was said, would 
affect about 25,000 consumers and would 
amount to about $20,000 a year. 


The present rate of $3 a quarter for the first 
900 cubic feet used will remain in effect. The 
reduction will be from 26 per hundred cubic 
feet tc 23 cents, whose consumption is over 
900 cubic feet and up to 12,100 cubic feet. 

The new rate was fixed by agreement after 
the St. Johns business men’s association ap- 
pealed to the public service commission for a 
reduction. 


# 
Nevada 


Governor Signs Utility Bills 


M= important of the forty-six assembly 
bills recently signed by Governor Kir- 


man are those creating the Colorado river 
commission and authorizing the formation of 
municipal power districts to handle the dis- 
tribution and sale of power from Hoover dam. 


New Hampshire 


Must Reveal Phone Subscribers 


HE senate recently passed, and sent to 
Governor Bridges for his signature, a bill 
requiring telephone companies to reveal to 
police authorities names of owners of private 
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New York 


Offers 35 Per Cent Rate Cut; 
Senate Rejects Mayor’s Plan 


TS final offer of the Consolidated Gas 
system, cutting substantially its prices to 
New York city for street and public building 
lighting current, has been placed in Mayor 
LaGuardia’s hands, according te The New 
York Times. 

The company’s offer, it was said, cut the 
city’s bill for public building by 35 per cent, 
the same cut proportionally that was offered 
to the Federal government. The cut in the 
street lighting bill was believed to be at least 
25 per cent and possibly more. 

The latest move of the Consolidated system 
seemed likely to bring the mayor’s municipal 
power plant plans to a crisis. 

It was contended in administration circles 
that the offer was made low deliberately so 
that the price would be less than that at 
which the city could produce the current in 
the early years of operation of a municipal 
power plant. 

The senate recently rejected Mayor La- 
Guardia’s demand for specific legislation per- 
mitting New York city to build a power plant 
for city purposes with PWA money without 
a referendum. 

Senator Samuel Mandelbaum (D.), New 
York, pointed out that the mayor has full au- 
thority under present law to borrow from the 


PWA and build a plant for city purposes 
without a referendum. 

A bill providing for a referendum at the 
next general election in November on the mu- 
nicipal plant question has been submitted to 
the board of aldermen. 

In the meantime Mayor LaGuardia indicat- 
ed that he would confer with President 
Roosevelt again before taking further action 
in the city’s light and power situation. 

The mayor let it be inferred that acceptance 
or rejection of the Consolidated Gas system’s 
recent offer of drastic cuts in rates for elec- 
tricity for public buildings and streets might 
hinge upon the conference. A similar rate 
reduction for current used in Federal struc- 
tures in New York is being considered by the 
treasury department, which is said to be act- 
ing in close codperation with city officials. 


Bill Proposes Power Mergers 


| ge ay permitting the merger of public 
utility operating companies with the con- 
sent of 95 per cent of the stockholders, in- 
stead of 100 per cent, has been recommended, 
with three other bills, by the Mack commit- 
tee investigating public utilities, according to 
The New York Times. It was said that the 
Merger Bill is probably the only one of the 
four measures recommended by the committee 
which will be pressed at Albany. 


North Carolina 


PUC Appeals Phone Case 


HE utilities commission recently appealed 

to the state supreme court from the order 
of Judge W. C. Harris, granting a writ of 
supersedeas and allowing the Southern Bell 
Telephone and Telegraph Company to post 
bond of $300,000 pending final disposition of 
the commission’s telephone rate reducing 
order in the courts, according to a state- 


ment published in The News and Observer. 

The rate reduction, ordered last December 
12th, would amount to a $321,000 annual sav- 
ing to some 78,000 subscribers of the Southern 
Bell in the 58 exchanges operated in North 
Carolina. It was scheduled to take effect 
January 1st, but Judge Harris’ order allow- 
ing bond had the effect of staying the tele- 
phone rate cut pending final court decision 
in the case. 


Ohio 


Perjury Found in Municipal 
Plant Litigation 
T= court of common pleas at Wooster re- 


A cently found Thomas L. Miller guilty of 
giving perjured testimony in a taxpayer's suit 


started by Miller to prevent the village of 
Orrville from extending the rural lines of its 
municipal plant. The original suit was dis- 
missed and Miller was indicted for giving 
false testimony concerning his own interest 
in the proceeding and other allegations. Evi- 
dence produced by the prosecution indicated 
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that Miller had received assistance in the 
preparation and handling of his suit from a 
private power utility operating in competition 
with the municipal plant. The court placed 
a on probation for five years, admonish- 

him during that period “to conform to the 
a es of society” in his local community. 


Resents TVA “Raids” 


K = S. Dixon, assistant secretary of the 
Ohio Chamber of Commerce, recently 
submitted what he termed as proof of the 
charges of the organization that the Tennes- 
see Valley Authority for the development of 
electrical power in southern states is attempt- 
ing to attract northern industries to the pow- 
er area, according to the Columbus Dispatch. 

The statement from Dixon was in answer 
to a letter of President Roosevelt to Con- 
gressman William R. Thom of Canton, in 
which the President claimed the statement of 
the Ohio organization was merely the propa- 
ganda of “special interests.” 

In proof of the claims of the chamber of 
commerce, Dixon cited excerpts from an ad- 
dress of David E. Lilienthal, director of TVA, 
before the Rotary club of Birmingham, Ala., 
in which the TVA director predicted a stimu- 
lation of industrial activity in the area and 
suggested that an amendment should be made 


to the freight rate structure to further aid 
industry operating in the territory. 

Munson Havens, executive secretary of the 
Cleveland Chamber of Commerce, recently 
made public a letter charging that he had 
personally ‘eee with a purported representa- 
tive of the TV. 

Havens’ een was sent to J. Horn, 
secretary of the Toledo  f of Com- 
merce, and copies were addressed to Dr. 
Arthur E. Morgan, chairman of the TVA 
board; Harvey Campbell, vice president of = 
Detroit Chamber of Commerce ; 

B. Chandler, secretary of the Ohio Cheater 
of Commerce. 

Havens asserted it was “definitely the in- 
tention of the Tennessee Valley Authority to 
solicit northern industry to move into the ju- 
risdiction of the TVA.” 


Natural Gas Inquiry Voted 


72 senate has voted a sweeping investiga- 
tion of all natural gas resources in Ohio, 
and Lieutenant-Governor Harold Mosier has 
appointed a committee of five to conduct the 
inquiry, according to the Associated Press. 

The investigators will have full power to 
inquire into supply of natural gas, cost of its 
transportation and distribution, and cost to the 
producer. 


Oklahoma 


Orders Phone Rates Cut 


EVERSING the order of the commission last 
December, the corporation commission re- 
cently issued an order reducing rates of the 
Southwestern Bell Telephone Company at 


Tulsa, according to The Daily Oklahoman. 

The order cuts residential rates 124 per 
cent to save Tulsa telephone users about 
$60,810 per year in their bills. An official of 
the telephone company said the commission’s 
order would be appealed. 


Oregon 


Martin Vetoes Power Measure 


OVERNOR Martin’s veto recently killed the 

measure passed by the legislature creat- 
ing a state power board to transmit Bonneville 
dam energy. 


In vetoing the power bill the governor de- 
clared that the measure would have conveyed 
to the Federal government the thought that 
Oregon was willing to assume the financial 
ee of building transmission lines to the 

m. 


Pennsylvania 


Open Public Ownership Drive 


Co that public ownership of utilities 
is the lone solution to lower rates, the 
Pennsylvania Fair Rate Association is map- 


ping a determined statewide drive to elim- 
inate private operation, according to the Pitts- 
burgh Sun-Telegraph. 

The latest move was decided by the execu- 
tive committee after concluding that efforts 
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to obtain lower rates from electric, water, 
and gas utilities failed to produce sufficient 
results. , 

The association’s campaign will include re- 


vealing to the public profit figures available 
from boroughs and cities operating their own 
plants. Prominent speakers will be scheduled 
on a tour of the state holding public meetings. 


Tennessee 


Halts Knoxville Plant 


C=. A. E. Mitchell recently grant- 
ed the Tennessee Public Service Company 
an injunction to prevent the city of Knox- 
ville from proceeding with construction of a 
municipal power distribution system using 
TVA electricity, according to the Associated 
Press. The chancellor set bond of $350,000. 

Construction work started several weeks 


ago on the first unit of the system, and several 
hundred poles had been set. The system is 
being built with a $2,600,000 PWA loan grant. 

A bond issue of $3,225,000 with which to 
build or buy the existing distribution system 
was voted by citizens two years ago. 

The city began building a competing system 
when the TVA and the city were halted by 
litigation in their attempt to buy the electric 
properties of the local power company. 


Texas 


Amends Utility Rate Bill 


Bz being sent to the governor for his 
signature, the Lotief antidiscrimination 
bill to prohibit unfair competition by public 
utilities was amended in the senate to provide 
that private utilities may reduce rates to the 


level of those established by a municipality 
but not lower. 

Originally the bill provided that the utilities 
could not reduce rates below those of a munic- 
ipally owned plant after refusing to reduce 
rates after a petition by consumers, according 
to The Dallas Morning News. 


Utah 


PUC Legislation Enacted 


Cy ore Henry H. Blood recently signed 
legislation requiring utilities to pay three 
fourths of the cost of operating the reorgan- 
ized public service commission and giving the 


commission power to restrain dividend pay- 
ments if it would impair a company’s financial 
structure, according to The Deseret News. 
The new law also reorganizes the public 
service commission and generally expands its 
regulatory powers. 


Washington 


and 14 per cent on highway transportation 
and all public service business; and 4 per cent 
on the net incomes of corporations, including 
national banks. 

Other legislation approved by what has 
been called the “longest-winded” Washington 


Utility Legislation Enacted 


Cpr Clarence D. Martin recently 
signed the $18,000,000-a-year revenue act, 
according to an item in The Seattle Daily 
Times. 

Included among other taxes are a 3 per 
cent tax on the gross revenues of railroads, 
express, railroad car, water distribution, light 
and power, telegraph and telephone business- 
es; 2 per cent on gross operating revenues 
of gas distribution, one half of 1 per cent 
on urban or interurban transportation busi- 
nesses, on vessels under sixty-five feet in 
length operating on the waters of the state, 


legislature in history, provides for: (1) the 
submission of an amendment to the Constitu- 
tion to authorize the state to enter the power 
business and construct transmission lines; (2) 
liberalization of trucking laws, including a 
lower rate of fees, and (3) placing broadcast- 
ing under the same libel laws as newspapers. 
A bill declaring milk a public utility to force 
down prices died in committee. 
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The Latest Utility Rulings 





State Commission Has Jurisdiction to Fix Telephone 
Depreciation Rates 


y Nebraska Supreme Court has 
sustained an order of the Nebraska 
commission fixing rates of depreciation 
for the Northwestern Bell Telephone 
Company over objections by the com- 
pany that it had not been given full 
notice of the scope of the hearing and 
full opportunity to make a defense, that 
the matter was exclusively within the 
jurisdiction of the Interstate Commerce 
Commission, and that the order was not 
supported by the evidence. 

The court took the view that even 
assuming that Congress had authorized 
the Interstate Commerce Commission to 
fix the rate of depreciation to be used 
for intrastate companies also engaged in 


@ 


interstate business, and even assuming 
that ultimate decision would rest with 
the Interstate Commerce Commission 
as to intrastate rates, neither of which 
points the court decided, still the Fed- 
eral commission had not yet acted upon 
the question and the state commission 
had the right to act until such time 
as the Federal commission should exer- 
cise its authority. The decision by the 
supreme court in Smith v. Illinois Bell 
Teleph. Co. (1930) 282 U. S. 133, 
P.U.R.1931A, 1, was cited as authority 
for upholding state jurisdiction over 
depreciation matters. Northwestern Bell 
Telephone Co. v. Nebraska State Rail- 
way Commission. 


Valuation Principles Are Announced by the 
District Commission 


HE public utilities commission of 

the District of Columbia has com- 
pleted valuations of the Washington 
Gas-light Company and the Georgetown 
Gas-light Company, setting forth in de- 
tail its opinions and findings on the 
usual elements entering into a valuation 
for rate making. 

A distinction was made between cost 
of financing and interest during con- 
struction, including discount on bonds 
applicable to the construction period. 
The view was taken that in determining 
theoretical reproduction cost the ques- 
tion is how many dollars. should be re- 
quired to reproduce the property used 
for the public convenience as of valua- 
tion date, and not how much would 
be the cost of the dollars required to 
pay for such reproduction? The latter 
cost, it was said, depends upon many 
factors of a fluctuating nature, such as 


conditions of the money market. An 
item for financing cost was rejected, 
either as an element of original cost or 
cost of reproduction. 

Service pipes extending from mains 
to the consumers’ meters, when paid for 
by customers, were excluded. The com- 
panies asserted that moneys received 
from consumers for installations were 
donations. The commission did not 
agree with this contention. Moreover, 
notwithstanding a judicial determina- 
tion in 1913 in a tax case that the serv- 
ices belonged to the company, the com- 
mission ruled that in finding the rate 
base it might make determinations in- 
volving ownership and title and reach 
a different conclusion than that applic- 
able in taxation cases. The commission 
concluded that there was no intention 
on the part of the customers to convey 
ownership to the gas company. 
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The commission recognized an ele- 
ment of value in an assembled and es- 
tablished property doing business and 
earning money over one not thus ad- 
vanced, and it took into account the fact 
that on valuation date the property was 
in successful operation, but claims for 
going value based upon reproduction 
cost were rejected. The rejected cost 
‘ estimate included cost of attaching cus- 
tomers and business, cost of training 
employees, cost of records, cost of tun- 
ing property, and cost of carrying un- 
used capacity—all advanced by the util- 
ity as supporting going value. 

The working capital allowance ex- 
cluded a community chest donation, in- 
cluded valuation expenses and regula- 
tory commission expenses, and excluded 
certain nonrecurring items. Concern- 


ing the treatment of merchandising and 
jobbing it was said that an item, 
whether physical property or working 
capital, must have two characteristics : 
(1) it must be property, and (2) it 
must be used and useful for the con- 
venience of the public. It was said that 
appliances on hand and accounts receiv- 
able are clearly property, but merchan- 
dising accounts receivable have no 
standing in the category of property 
used and useful in the public service. 
Similarly appliances on hand and for 
sale were said to be merely articles 
of merchandise in which the public has 
no interest. Re Washington Gas-light 
Co. (Order No. 1341, Formal Case No. 
241); Re Georgetown Gas-light Co. 
(Order No. 1342, Formal Case No. 
242). 


e 


Special Master Holds California Commission Rate 
Reduction Confiscatory 


to California commission in 1933 


ordered a reduction of approx- 
imately $2,000,000 in natural gas rates 
of the Pacific Gas & Electric Company. 
A temporary injunction restrained en- 
forcement of the order. A special mas- 
ter has now reported to the Federal 
District Court that the injunction 
should be made permanent on the 
ground that the rate reduction would 
result in confiscation. 

The commission aimed at a net return 
of 6% per cent but the special master 
declared that the return actually would 
be only 3.89 per cent. It was pointed 
out that in past years the commission 
had usually allowed an 8 per cent return 
to the company in net revenue which 
had apparently been sufficient to keep 
the utility in a healthy condition, even 
though it was said methods of valuation 
had not been according to law. 

The fact that the reduction ordered 
amounted to an average of about 38 
cents per month for each consumer indi- 
cated, in the mind of the master, that 
an assertion of widespread public in- 
terest was not well founded. 


The master’s report disapproved the 
failure of the commission to allow as 
an operating expense cutover and ex- 
traordinary leakage prevention expendi- 
tures, resulting from a change from 
artificial gas to natural gas. The sav- 
ing to the consumers by the substitu- 
tion of natural gas was said to be ap- 
proximately $8,100,000 a year in their 
bills. Under these circumstances it was 
concluded that the expense was justly 
chargeable to revenue. 

The report discussed at length the 
subject of depreciation and proper 
methods of accounting therefor. The 
master found that the engineer witness- 
es for the commission had not taken 
sufficient time to investigate the com- 
pany’s records of retirements of prop- 
erties as a result of use and based their 
opinions on the experience of companies 
elsewhere. The company’s witnesses, 
on the other hand, it was found, based 
their evidence on the company’s ex- 
perience. Pacific Gas & Electric Co. v. 
California Railroad Commission (Com- 
mission decision reported in 1 P.U.R. 
(N.S.) 1). 


503 





PUBLIC UTILITIES FORTNIGHTLY 


Nonutility Business Not Basis for Assessment of 
Regulatory Fee 


, . supreme court of Arkansas has 

ruled that under a statute imposing 
upon public utility companies an assess- 
ment based upon income, as a fee for 
regulating the business, the ice business 
of a company engaged in electric service 
is not to be used as a basis for comput- 
ing the fee. Judge Baker, speaking for 
the court, said: 

The ice business is not one that comes 
within the provisions of Act No. 72 of 
the Acts of 1933. The appellee has a right 
to employ its capital or use it in any 
authorized and lawful business, and such 
part of its capital as may not be employed 


e 


in any of the regulated utilities, or in mat- 
ters incident thereto, may produce gross 
earnings not subject to the tax. 


The court also held that uncollectible 
accounts could not be used as a basis 
for computing the fee since “money not 
received certainly cannot be a part of 
the gross earnings,” nor were miscel- 
laneous revenues included. The court 
did hold, however, that gross earnings 
from incidental merchandise _ sales 
should be considered. Wéiseman v. 
Arkansas Power & Light Co., 78 S. W. 
(2d) 818. 


Merger of Bus Company with Street Railway 
Is Disapproved 


g New York commission has de- 
nied authority to the International 
Railway Company to merge the Inter- 
national Bus Corporation into the for- 
mer company on the ground that public 
interest was not shown. 

The street railway company sought 
to eliminate the holding company rela- 
tionship under which it owned and con- 
trolled the bus company. It was assert- 
ed that this would eliminate the separate 
corporate structure, management ac- 


counting, reports, and returns, and 
would permit the company to operate 
directly a unified transportation system 
of bus routes and street railway lines. 
The commission viewed all these bene- 
fits, if realized, as inuring to the com- 
pany rather than to the public. 

Commissioner Burritt, delivering the 
opinion, believed that there were other 
ways to accomplish the purposes sought. 
Re International Railway Co. (Case 
No. 8407). 


e 


Special Charge to Get Continuous Service during 
Moving Is Permitted 


OMPLAINT was made to the New 
York commission against the rea- 
sonableness of a rule providing that a 
customer should pay $1 when he re- 
moves from one premises to another 
and desires to have continuous utility 
service. 
The right of the company to assess 
such a charge was upheld, Commission- 
er Burritt stating: 


The income from this charge is small, 
and as customers do not understand, but 
complain against it, I think that as a 
‘matter of policy it would be much better 
to eliminate it. However, since this is a 
special guaranteed service, and since the 
charge is a nominal one, I believe that 
the company is probably within its rights 
in insisting upon the provision. 


Re Republic Light, Heat & Power Co. 
(Case No. 8361). 


e 
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Other Important Rulings 


HE New York commission dis- 
yg a complaint by the owner 
of premises served partly by direct cur- 
rent and partly by alternating current to 
compel a restoration of direct current 
service in a store where a changeover 
to alternating service had been made 
by a former tenant apparently with the 
approval and consent of the landlord. 
Teiger v. New York Edison Co. (Case 
No. 8302). 


The South Dakota commission, in 
passing upon an application for a cer- 
tificate to operate a motor carrier serv- 
ice, said that the weight the commission 
gives to petitions is almost negligible, 
for the reason that most people sign pe- 
titions without being fully advised as 
to the facts in the matter, and they hold 
very little weight legally because the 
signers of the petitions are not subject 
to cross-questioning. Re Buckingham 
Transportation Co. (No. 5848-A). 


The Ohio commission has held that 
it has jurisdiction over a complaint by 
an interurban railway company against 
the refusal of steam railroad companies 
to accept shipments of coal for delivery 
to intrastate points at intrastate rates, 
notwithstanding the fact that the coal 
was mined in another state and trans- 
ported by private means to the shipping 
point within the state where it was pre- 
pared for sale by cleaning, sorting, and 
sizing. Youngstown & Suburban R. 
Co. v. Pennsylvania R. Co. (Ohio) No. 
9113, March 26, 1935. 


The Colorado commission issued a 
certificate authorizing electric service in 
a small village where the owner of the 
plant had been operating without au- 
thority for some time in ignorance of 
the fact that a certificate was required. 
Operating authority was denied to a 
new applicant, but it was provided that 
if the present operator did not lower 
his rates to the level proposed by the 
newcomer, the latter’s application might 
be reopened. Re Quinn (Application 
Nos. 2283, 2284, Decision No. 6363). 


The Wisconsin commission, in au- 
thorizing reparation by a railroad, said: 
“Group rates have frequently been be- 
fore the commission and it is a well- 
recognized principle that where group 
rates are established there must be a 
line of demarcation and when a point 
located in a group taking the higher 
rate is near the dividing line some in- 
justice may develop but if the discrim- 
ination is not undue the rate cannot 
be considered unlawful. Rates to the 
nearby boundary points may appear to 
be relatively unreasonable but rates to 
such points must be considered in their 
relation to the whole group.” Cornell 
Wood Products Co. v. Chicago, St. 
Paul, Minneapolis & Omaha Railway 
Co. et al. (2—R-339). 


The Pennsylvania commission in de- 
termining damages to property taken, 
injured, or destroyed by reason of the 
abolition of two crossings at grade held 
that the true measure of damage was 
the difference in market value before 
and after the improvement; that esti- 
mates as to the cost of lowering the 
street floor of a building to conform 
to the new lines of .the new sidewalk 
were properly received; and that no 
consideration should be given to testi- 
mony relating to business losses dur- 
ing the course of the crossing improve- 
ment. Re Bean (Application Docket 
No. 33308). 


The Wisconsin commission, in au- 
thorizing the abandonment of street 
railway tracks, service, and operations 
in the city of Superior in order to 
enable the city to obtain Federal funds 
for reservicing certain streets, directed 
attention to the fact that prior to 1931 
the commission had no jurisdiction over 
abandonment of street railway service, 
which was exclusively in the hands of 
local authorities, but that by action of 
the 1931 legislature the commission now 
has concurrent jurisdiction with that of 
the local governing body. Re Duluth- 
Superior Transit Co. (2—R-391). 
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